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A Banker’s Diary 


THE orgy of dentistry and of self-dosing into which the nation has plunged 
since it discovered the full scope of the National Health Service seems likely 
soon to become one of the major issues of public finance. The 

Footing Supplementary estimate announced last month for the Ministry 

the of Health amounted to no less than {52.8 millions (plus £5.7 

Bill millions for the Scottish Service), and thus surpassed even the 

worst expectations ; yet it is not certain, even now, that the 

full bill has yet been presented. Other civil supplementaries for 1948-49 

included £52 millions for the Ministry of Food, owing to the increased burden 

of food subsidies, £29 millions for the Ministry of Supply, £13 millions for the 

West African Produce Control Board, {12 millions for expenditure in Palestine 

on termination of the mandate. With many miscellaneous requirements, the 

total additional sum for Civil departments reached the astonishing figure of 
{221 millions. A further £25 millions is expected to be sought for Defence. 

It would be rash, at this stage, to try to forecast the final total of the 
spendings of 1948-49, for the closing weeks of the year are usually subject to 
wide adjustments which correct the differences between actual and published 
expenditure earlier in the year. But it is very apparent that the phase of post- 
war reduction in expenditure has ended. Indeed, for ‘‘ above-line '’ outlays 
alone, it ended twelve months ago. Then the Chancellor budgeted for an 
apparent reduction of ‘‘ above-line ’’ expenditure by some £200 millions, but 
this decline was mainly due to the fact that the {100 ‘millions advance payment 
on Argentine food purchases had been charged in 1947-48 though it was 
applicable to 1948-49. Allowing for this, the true expenditure for the earlier 
year was about £3,085 millions (excluding £22 millions transferred to Sinking 
Fund). Including the expected supplementary estimate for Defence, the 
revised estimate for 1948-49 is now £3,220 millions. ‘‘ Below-line "’ expenc diture 
seems to be running a little below the estimate of £473 millions, and should 
show a reduction of fully £200 millions on the actual expenditure of 1447-45. 

Thanks, however, to the buoyancy of the revenue and to unexpectedly 
large non-recurring credits in Miscellaneous Receipts (at mid-February these 
already exceeded ‘the year’s estimate by {£52 millions), the shortfall in the 
Chancellor’s budgeted surplus is likely to be smaller than most public discussion 
has suggested. ‘At February 12 the accumulated * ‘above-line’”’ surplus was 
£818 millions, and thus surpassed the year’s original estimate by nearly £30 
millions. The surplus will diminish, of course, before the year- -end, for the 
peak revenue period is over, while heavy expenditures, already incurred, have 
still to be brought into the accounts. Even so, there at present seems a good 
chance that the final surplus, including “ below-line’”’ items, will reach at 
least three-quarters of the target figure. A result so relatively satisfactory as 
this would not, however, imply that the disinflationary effort has been corre- 
spondingly successful. One-sixth of the original target figure has already been 
pooviddes 1 by adventitious special credits ; and a high proportion of the increase 

in tax revenue evidently reflects the continuance of inflationary tendencies 
i Many sectors of the national economy. 
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THE ‘“‘ Economic Survey ”’ due to appear shortly will certainly show for 1948 
a marked improvement in Britain’s balance of payments from the catastrophic 
condition to which it deteriorated in 1947. Indeed, certain 

External quarters with access to the full figures have been contending 

Gap that, on the basis of experience during the past couple of 
Closed? months or so, the flow of current receipts and payments on the 
external account as a whole shows an approximate equilibrium. 
The Chancellor himself has now given greater definition to these hints by 
affirming—in last month’s debate on E.R.P.—that in the second half of 1948 
““we were very close to a balance in our total overseas payments”’. After 
abating the c.i.f. import figures for that period by Io per cent. to reduce them 
to the f.o.b. basis adopted in the balance of payments’ estimates (this is a 
conservative adjustment), he put the “ crude visible deficit ’’ for the half-year 
at {75 millions, and implied that net invisible income would virtually bridge 
this gap. 

If this is indeed the picture which the final figures present, it will deserve 
careful scrutiny. In particular, the suggestion lately disseminated—that the 
problem of the balance of payments, taken as a whole, has already been solved 
and that all effort must now be concentrated on the dollar problem—should 
be accepted with reserve. The invisible account in the past year (like the 
Budget accounts discussed in a separate Note) has benefited largely from non- 
recurring credits arising from delayed settlements of inter-Governmental 
indebtedness arising from the war—notably the settlement with India—as 
well as from sales of surplus war stores overseas. If such special items were 
left out of the reckoning, the account certainly would not be even nearly in 
equilibrium. It is well that such factors as these should receive due attention 
in all public discussions of the figures, otherwise a spirit of complacency may be 
encouraged at the very time when the ending of sellers’ markets is making 
export efforts more than ever necessary if Britain is to hold the ground she 
has gained. Having said that, we can applaud the further good progress of 
visible trade in January. The provisional figure for U.K. exports, at £159 
millions, easily reached a new high level, and the volume index was estimated 
at 160 (1938=100) compared with 148 for December. Imports also rose 
further, to a new peak of £187 millions, but the excess over total exports, at 
£23 millions, was the smallest since mid-1946. Indeed, if the adjustment 
necessary to bring imports to an f.o.b. basis is put at 12 to 13 per cent., the 
account for this one month, on visible trade alone, would be roughly in balance. 


Mr. HAVENGA, the South African Finance Minister, recently made a detailed 
statement on the economic position of the Union and on certain remedial 
measures which were being sought, the significance of which 
South spreads well beyond the confines of South Africa. Mr. 
Africa’s Havenga devoted the main part of his remarks to the need to 
Gold Sales develop the great new goldfield in the Orange Free State, but 
pointed out that this development offered little hope of a 
solution of the pressing financial problems facing South Africa. Many years 
would have to elapse before an adequate return was obtained from the new 
goldfield, and over this period a considerable amount of additional capital 
would have to be sunk into this venture. 
What, then. was to be dene to meet the immediate emergency? Mr. 
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Havenga turned down the suggestion of a unilateral devaluation of the South 
African pound. This currency, he said, was “ stronger than most ”’ and he 
refused to accept the argument that the Union was in a state of fundamental 
disequilibrium requiring exchange depreciation of the currency. He did 
suggest, however, that the balance between the price of gold and of other 
commodities which had been so seriously disturbed over the past Io years 
should be restored by a world-wide and uniform devaluation of currencies in 
terms of gold. That, of course, is a matter for the International Monetary 
Fund—and one in which the initiative that would satisfy South Africa and 
other gold producers is not likely to be taken in the foreseeable future. 

It is evident, therefore, that other means of short-term assistance must be 
found for South Africa. One of them mentioned by Mr. Havenga was the 
negotiation of a dollar loan with the Export-Import Bank in Washington. 
Discussions have been proceeding for some time, but have clearly been running 
into difficulties. There 1s also the possibility of raising loans in London. This 
was not mentioned by Mr. Havenga, but it may be taken that South African 
municipalities will before long be in this market. 

The most interesting of the devices to which resort has been made in order 
to ease the present position is the agreement by which South Africa is selling 
100,000 ounces of gold at the rate of 12,500 ounces a week at $38.20 per ounce 
through a London house of bullion brokers. This operation was defined as 
an experimental deal. The fact that it involves a price higher than the official 
parity has been justified on the ground that the gold is being sold in the form of 
rolled sheets, has been alloyed to 22 carat, and is intended to be used for 
normal industrial purposes. This operation was clearly such as to invite 
criticism by the International Monetary Fund in Washington. In anticipation 
of that criticism Mr. Havenga pointed out that the Fund had no say in opera- 
tions involving gold for industrial purposes. Mr. Havenga added that payment 
for the gold would be made in dollars, that provision had been made for further 
sales after the initial 100,000 ounces had been completed, that the Fund had 
been duly advised of the transaction, and, finally, that pending consultations 
with that international organization the amount of the premium obtained on 
this experimental sale would be held in an undistributed fund, but that the 
intention was to allow the industry to receive full benefit of the premium, 
subject only to the costs of alloying the gold. 


THE response of the International Monetary Fund was not long in coming. 
It expressed considerable scepticism about the industrial bona fides of this 
operation and pointed out that any continuation of gold sales 
The on the proposed scale would carry their own denial of the 
Fund’s contention that the gold was destined for the normal industrial 
Reaction purposes. In view of this fact, and pending further assurances 
from the South African authorities that the gold would not 
ultimately find its way into the hands of hoarders or otherwise rank as monetary 
and not industrial metal, the Fund suggested that the operation should be 
discontinued. The authorities in London, for their part, may be assumed 
to have taken very much the same line as those in Washington and to have 
raised their voice in criticism of the operation with the London firm which 
acted as intermediary. 
There the matter stands at the time of writing. It is not expected that 
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South Africa will deliberately defy the International Monetary Fund (even 
though there is a precedent for successful defiance of this institution). The 
fact that the South African authorities should have gone to these lengths to 
obtain a modest concession for the goldmining industry, and should in the 
process have run the danger of antagonizing official opinion both in the United 
States and Britain, may be a token of lac k of judgment, but it is also a sig- 
nificant hint of the urgency with which the financial position in the Union of 
South Africa calls for remedial action. The market in gold shares has taken 
very little comfort from the operation, partly because it would in any case 
yield so little where so much is needed, and partly because no real confidence 
exists that a continuation of such sales will be allowed. 


Bank deposits at the January make-up showed a decline of £143 millions from 
the year-end level, but a substantial part of this movement was due to the 
customary deflation, after the turn of the year, of items in 
Falling course of collection. The fall in net deposits, by £54 millions, 
Bank was disappointingly moderate, being little more than half the 
Deposits corresponding reduction in the early weeks of 1948—despite 
the record rate of revenue inflow this year. Technical and 
seasonal factors have, however, lately caused more distortion of the figures 
than usual, as can be seen from a glance at the movement of cash shown in 
the table below. Whereas the December figures had been affected by un- 
expectedly severe stringency in the short loan market, those for the January 
make-up were distorted by a credit glut caused by a concentration of heavy 
maturities of Treasury deposit receipts a couple of days before. But for this 
fortuitous factor, the January statement would have shown little or no increase 
in cash (and perhaps even a decline, despite the low ratio recorded at the year- 
end) and a correspondingly steeper fall in deposits. 


January, Change on 
1949 Month Year 
{m. £m. £m. 
Deposits ; ei on 6050.6 —143.0 + 280.7 
Net De -posits* - ec 5858.6 — 54-4 + 276.8 
% t 
/0 
Cash .. “a 0 ia ue 531.8 (8. 78) + 30.3 + 55.6 
Money Market Asseis ar ee 1275.7 (21.0) + 49.5 + 15.7 
Call Money... a wd 480.9 ( 7-9) —- 4.2 + 21.4 
Bills... ? ; 7 794.3 (13.1) + 53.6 - 6.49 
Treasury Deposit Receipts aa 1267.0 (20.9) — 130.0 + §0.5 
Invesiments plus Advances.. ‘a 2858.7 (47.2) +. 2.7 + 157.1 
Investments .. ne a 1486.6 (24.5) + 8.4 + 6.7 
Advances ii “ wn 4372.2 (22.9) —- 5.7 4- 150.5 


*After deducting items in course of collection. ¢ Ratios of assets to published deposits. 


The explanation of the sluggishness of the fall in deposits, like their earlier 
rise, lies in the requirements of the Government rather than in those of the 
private sector. The bank advances item actually declined in January by £5.7 
millions, in contrast with a rise of £16 millions in January, 1948, and one of 
£13 millions in 1947. This makes the behaviour of deposits the more striking. 
On the other hand, this particular movement is not a fair guide to the trend 
of advances as such. All but one of the banks—Lloyds—include inter-branch 
clearings in the advances total. The seasonal rise in these transit items 
explained most, if not all, of the jump in the advances item in December ; and 
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during January there must have been a corresponding fall. Allowing for this, 
it is clear that January experienced its usual seasonal movement in advances 
business. The counterpart of the fall in net deposits is, of course, to be found 
wholly in T.D.R.s, for money market assets have actually risen sharply. 
Thanks to the new system of issuing T.D.R.s with different “ lives ’’, it has 
been possible to achieve a very high concentration of maturities in the heavy 
revenue season. In the first six weeks of 1949 the outstanding total of T.D.R.s 
was reduced by no less than {411 millions to just under £1,100 millions. 


FURTHER amendments have been announced in the exchange control regula- 
tions governing the purchase and sale of sterling securities by persons outside 
the sterling area. Regulations issued last July, it will be 
“Switching ’’ recalled, severely curtailed the freedom of non-residents to 
Regulations ‘“ switch’ their holdings. A security could be sold only if the 
Amended proceeds were reinvested in (a) a security issued by the Govern- 
ment of the United Kingdom or the Government of Northern 
[reland and not redeemable earlier than ten years from the date of purchase 
or (b) a security within the same group as the security sold. For the latter 
purposes, all sterling securities were classified into roughly thirteen groups. 
A further overriding condition was that the country of the “ borrower ”’ (i.e. 
the country in which the issuer of the security operated) should not be changed 
as a result of the switch. The reason for these regulations has never been 
officially explained, but it has been generally assumed that their purpose was 
not so much to prevent a leakage of exchange as to put an end to the dealing 
in sterling securities at a discount in foreign centres. Much dissatisfaction was 
expressed both in London and elsewhere at these restrictions, on the ground 
that no leakage of exchange had been proved and that the discount on sterling 
securities in fact widened still further as a natural response to the new regula- 
tions themselves. Under the amendments now announced, the Bank of England 
is prepared ‘‘ experimentally ” to consider applications to switch irrespective 
of the group to which a security belongs, except that a switch out of a British 
or Northern Ireland Government security into any other group is still not 
permitted and the “ borrower ”’ restriction is also retained. These concessions 
do not carry matters very much further, though they represent an implicit 
admission that the July regulations were much more constricting than they 
need have been—even for the purposes the authorities apparently had in mind. 
Keen dissatisfaction still exists about the official approach to this whole 
problem. So long as the authorities are prepared to allow investment income 
due to non-residents to be transferable in hard currency irrespective of the 
country of residence of the owner, it is difficult to see what advantage can be 
gained by restricting movements in the ownership of the capital. 


, 


THE departure of Sefior Miranda from his position of economic dictator in 
Argentina was followed by strong rumours of a complete change of front in 
the economic policy of the country. These anticipations have 

Argentina’s not yet been realized. The old dilatory methods in economic 
New Deal negotiation continue. The British team of experts which has 
been in Argentina for some time to help the Ambassador, Sir 

John Balfour, in negotiating a new commercial and payments agreement, is 
kicking its heels in Buenos Aires very much as previous missions did. In one 
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ominous and highly inconvenient respect, the new broom has, however, swept 
clean. All foreign exchange allocations granted in the normal way were invali- 
dated at the beginning of February and a temporary ban was placed on the 
grant of new permits. The ban remained complete for about a fortnight. It 
was explained and justified as a necessary measure to provide a clear line of 
demarcation between the old policy and the new. It was also required, according 
to reports from Buenos Aires, in order to provide a breathing space during 
which the muddle and chaos caused by the previous over-allocation of exchange 
permits might be investigated and cleared. Up to date, however, there is no 
sign of that more amenable and friendly external economic policy which was 
widely heralded with the disappearance of Sefor Miranda and was generally 
linked with the influence of the Foreign Minister, Dr. Bramuglia. 

The new exchange system should be announced in the very near future. 
Meanwhile, the complete ban on exchange allocations has been eased by putting 
into effect new machinery for the revaluation of old exchange permits. Where 
old permits are not renewed under the new procedure the goods in question, even 
if they are in Argentine ports or in course of shipment to Argentina, will 
not be allowed to clear the customs and will have to be re-exported. Provision 
has also been made for granting foreign exchange permits in respect of imports 
which have arrived in Argentina without a prior exchange authorization. 
In such cases, and where the goods are essential and come from authorized 
destinations, the necessary allocation will be made, but subject to a fine of 
30-50 per cent. on the c.i.f. value of the goods. This particular move has been 
widely taken as foreshadowing either a devaluation of the Argentine peso 
or a considerable widening of the existing range of differential exchange 
rates. 





THE BANKER this month takes the unusual course of concentrating a major 
series of articles into a single issue: the greater part of a specially enlarged 

editorial space is devoted to eight thought-provoking articles 
‘¢ The Future on “ The Future of the Stock Exchanges’”’. This departure 


of the from our usual form has been. made to mark the importance of 
Stock the problems involved—problems which are only just beginning 


Exchanges ”’ to be recognized, and which will require for their solution the 

widest possible discussion. The series is designed as a basis for 

such discussion, by surveying the principal problems from different standpoints. 

Within the limits of our restricted space, we shall be glad to publish in future 
issues correspondence or articles expressing other points of view. 

Other articles this month include an editorial discussion of the vexed 
question of artificial exchange rates, and of the extent to which overvaluation 
and undervaluation of currencies are distorting world trade ; a study by Mr. 
C. R. Hargrove of the chances of recovery in France ; a practical explanation 
of the new Town and Country Planning Act; and an intriguing article by 
Mr. T. J. Sophian on a loophole for the legal avoidance of surtax which appears 
to have been opened up by a recent decision of the House of Lords. Mr. R. W. 
Jones’s series of articles on ‘‘ Bankers and Negotiable Instruments ”’ will be 
resumed next month. 
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—— 


The Problem of Artificial Exchanges 


Twit time is fast approaching when serious and practical consideration 





will have to be given to the problem of the artificial structure of world 

exchange rates. The damage which false rates are causing to world recon- 
struction is far greater than is generally assumed. Overvaluation and under- 
valuation of currencies are reflected in the prevailing disequilibrium of balances 
of payments, and, though it would be far from true to suggest that this is the 
only, or even the most important, factor in that disequilibrium, its importance 
should not be disregarded. It is, moreover, a factor whose influence is cumula- 
tive. It tends to perpetuate disequilibrium and hampers the operation of 
normal corrective adjustments which would make themselves felt in a more 
natural setting. 

A war such as that from which the world has emerged was bound to leave 
as one of its bequests a more or less artificial structure of relative currency 
values. In each of the last two world wars the normal machinery by which 
the equilibrium of exchange rates is maintained was put into cold storage. 
Each of the nations on both sides was left to decide for itself how to solve the 
problem of financing the war without reference to a single standard of conduct 
which might have been provided had it been possible to maintain a free system 
of international exchanges within each group. The degree of inflation therefore 
varied from country to country, and these differences were not allowed to 
make their effect felt on exchange rates. 

The problem as it emerged from World War II was probably more in- 
herently intractable than after World War I. The disparity in inflation rates 
had probably been greater in the earlier war, but once that war was over in 
1918 the rallying cry of ‘‘ back to normalcy ”’ tended to set most countries on 
the course which would lead to the consolidation of the former exchange rates. 
After World War II this urge to make domestic price and cost structures 
conform to a given pattern of exchange values had disappeared. 

The position which faced the International Monetary Fund at the end of 
hostilities involved, therefore, first the existence of an admittedly artificial 
structure of exchange rates and, secondly, the absence of any real will on the 
part of its member countries to set in motion the domestic credit and fiscal 
policies that might have been expected to restore equilibrium at this given 
level of exchange rates. It should be added that the philosophy of foreign 
exchange policy embodied in the I.M.F. agreement would in any case have 
condemned an attempt by the member countries to justify the existing exchange 
rates through an appropriate adjustment of domestic price and cost levels. 
In future, and in accordance with this philosophy, the stability of the domestic 
economy is to be the dominant criterion and stability of exchange rates will 
generally have to be sacrificed to it. 

In facing this position the International Monetary Fund accepted the 
inevitability of allowing artificial exchange rates to endure for some time. 
That issue provided, perhaps, the most fundamental and crucial debate that 
has yet been held within the walls of this new organization. The arguments 
advanced in favour of holding the status quo even at the cost of perpetuating 
serious disequilibrium had much force behind them. It would have been 
virtually impossible for the I.M.F., even with all the expert advice at its dis- 
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posal, to calculate a set of true economic parities at any time between the end 
of hostilities and the present. At best, such calculations would only have 
provided one snapshot in a fast-moving scene. 

It was therefore decided to leave exchange rates where they were, to accept 
the parities notified by member countries and to leave the initiative in changing 
them to the members themselves. It was realized that many of the parities 
accepted by the I.M.F. were false and that some damage would be caused 
thereby. On the other hand, there were powerful reasons in that immediate 
post-war period for allowing the disparities to endure a while. Apart altogether 
from the obvious objections to widespread currency revaluation at a period 
when no basis existed for expecting the new revalued parities to last, there 
was the even more practical reasoning that in a period of scarcity and recon- 
struction there was much to be said for overvaluing the currencies of the 
impoverished and reconstructing countries. And since most of the artificiali- 
ties which marked the post-World War II exchange pattern were of this 
character, there was a strong case for allowing them to live on for a while. 
In that way the terms of trade were kept artificially favourable to Europe 
and the most was made of the assistance which flowed to Europe first through 
Allied, and mainly U.S., military expenditure on the Continent, then through 
such relief agencies as U.N.R.R.A., again mainly American, and finally through 
U.S. reconstruction loans and Marshall Aid. The countervailing damage 
caused by overvalued currencies in that early post-war period was small. 
There was little European export capacity which might thereby have been 
discouraged. 

This case for leaving exchange rates alone, and preferably for overvaluing 
the currencies of the weaker countries, was, however, of transient character. 
It was in keeping with the period of relief measures. It outlived its useful- 
ness as soon as the world passed from the phase of relief to that of recon- 
struction. As the pipelines have filled up, as trade has again begun to follow 
the call of prices and ceased to be dominated by the inexorable pull between 
voids in some countries and availabilities of scarce supplies in others, the need 
to restore some natural equilibrium in exchange rates has grown increasingly 
apparent. The one argument which might still counsel leaving things alone for 
a little longer is the fact that in many ‘of the countries conce ned there i is still 
little evidence of that financial stability which would allow the jump to new 
and more realistic parities to be made with reasonable confidence that it was a 
jump to firm ground and to a position that could be held. Currency revalua- 
tions too often repeated, even when repeated for perfectly “‘ legitimate” 
reasons, will do more harm than good. 

That argument for postponing the painful operation for a little longer will, 
however, always be with us ; it will always be raised with complete apparent 
justification in one country or another. The best answer to it is one which 
has been given by at least two countries, France and Italy, which might well 
use it with considerable conviction. It has been to abstain, for the time 
being, from choosing any formal parity, to leave a formal but largely nominal 
parity on the statute books, but to entrust the true commercial rate to the 
tender mercies of a more or less controlled free market. 

There is no lack of examples of the mounting damage that is now being 
done by false exchange parities. The chronic deficits which are being incurred 
by certain European countries are increasingly a result of this factor. The 














end 
lave 


cept 
ging 
‘ities 
used 
liate 
ther 
riod 
here 
con- 
the 
ciali- 

this 
hile. 
rope 
ough 
ough 
ough 
nage 
mall. 


been 


luing 
cter. 
eful- 
>con- 
dllow 
ween 
need 
ingly 
ie for 
; still 

new 
was a 
alua- 
ate” 


will, 
arent 
vhich 
well 
time 
ninal 
> the 


being 
urred 
The 








THE PROBLEM OF ARTIFICIAL EXCHANGES 153 





conditions in which grossly overvalued currencies could be justified have 
now disappeared. Overvaluation now must mean a constant encouragement 
to over-import on the part of the country concerned, a constant discourage- 
ment of exports and, therefore, a persistent check on all the influences that 
should be making themselves felt in the restoration of external equilibrium. 
The artificiality and disparities of the price structures are causing increasing 
difficulty in directing exports to the destinations where they are most required. 
The countries whose currencies are most overvalued are those which provide 
the greatest attraction to others’ exports. And yet by definition they are the 
countries with the greatest current deficits, with the softest currencies and, 
therefore, with the least justification to be placed high on the list of export 
priorities. 

The problem of distortion of international trade due to this factor has made 
itself particularly apparent in the working of bilateral commercial agreements. 
The basic principle of applying bilateral equilibrium in these agreements has 
time and again been defeated by the pull of dear but soft currency markets. 
Perhaps the worst examples in this particular context are to be found in the 
Middle Eastern countries. The pull of high prices in Egypt, Palestine, Syria, 
Iraq and, further east, India and Pakistan, has constantly tended to divert 
to those countries British exports that should have gone to the United States, 
Canada, Belgium and Switzerland. The diversion has been all the greater in 
that those are the very countries where the inflation has largely been built 
against the counterpart of an accumulation of large sterling balances. They 
are not only allured by British exports, but have the capacity to attract them. 

The pull of those particular markets has also served to defeat the aim of 
establishing bilateral equilibrium by depriving Britain of goods which should 
have come to this country. A clear example of this is provided by the trade 
with Turkey, in which the intended equilibrium in the two-way flow of trade 
with sterling countries has been disturbed by the constant attraction for 
Turkish goods by this same group of Middle Eastern countries. Since Turkey 
does not possess either the administrative machinery or the will to exercise 
rigid control of the direction of exports, great difficulty has been encountered 
in living up to the promises of deliveries of Turkish exports to sterling countries. 

These many examples reveal the extent to which relative prices are regaining 
their sway in determining the distribution of world trade. This confronts the 
world with a clear alternative. Either it must accept the return of the law 
of prices and restore a machinery which will ensure that prices conform to 
some approximate international equilibrium, or else it must plunge deeply 
into far stricter control of the direction of overseas trade than anything yet 
attempted. Since the second of these alternatives is out of the question, both 
administratively or in any other conceivable terms, it is in effect the first that 
will have to be chosen. 

The position has therefore arrived when the International Monetary Fund 
in Washington should give the problem its urgent attention and should consider 
it in global terms and not as a series of isolated issues raised when the difficulties 
of individual countries are brought to the notice of the Fund. When it is 
viewed in such general terms, the dominant feature of the problem of world 
exchange rates is unmistakably the undervaluation of the U.S. dollar. There 
were grounds for hoping that this undervaluation might ultimately be corrected 
by a rise in dollar costs and prices and that such a movement would tend to 
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refloat the rest of the world into dollar equilibrium. These hopes gathered 
momentum with President Truman’s re-election and the launching of his 
“fair deal’’. It must, however, be admitted that they look a little shaken, 
though by no means defeated, after the recent fall in U.S. commodity prices 
and in the light of the psychological depression which is beginning to spread 
its shadow over the United States economy. If there were any real indication 
of a continuation of the downward drift in dollar prices, the case for an upward 
revaluation of the dollar would gather well-nigh irresistible strength. 

Does this mean that sterling should, in fact, be devalued in common with 
most other currencies? The answer depends on the angle from which the 
operation is viewed. When one man is out of step with the regiment it is 
unusual to ask the rest to change step in order to restore unanimity. On this 
occasion, however, that procedure may have something to be said for it. Of 
most practical importance is the fact that a revaluation of the dollar in terms 
of other currencies might mean lowering the dollar price of gold below the 
present figure of $35 an ounce while leaving gold prices unchanged elsewhere. 
This might be the last straw that would bre ak the back of the goldmining 
industry. The reverse process of seemingly devaluing all other currencies in 
terms of U.S. dollars would at least kill two birds with one stone. It would tend 
to correct the undervaluation of the dollar and would also bring its mead of help 
to the revival of the very hard pressed gold industry throughout the world 
outside the United States. 

The problem, however, is far from being so simple as to be capable of 
solution by one overall operation of this kind. The prevailing disequilibrium 
is far more subtle and scattered than would be suggested by the undervaluation 
of the dollar in terms of all the rest. Even within the apparent calm and 
stability of the sterling area considerable disequilibrium lies hidden. When 
one of the members of the area can, as New Zealand did last year, raise the 
value of its currency at one bound from a discount of 20 per cent. to parity 
with sterling without apparent dire results, confidence in the all-pervading 
equilibrium within the area must inevitably be assailed. If any false hopes 
remained on that particular score, they would undoubtedly be removed by the 
recent trend of events in South Africa, where the Union is rapidly approaching 
that state of ‘‘ fundamental disequilibrium” in which the International 
Monetary Fund would be bound to accede to a request for a change in the 
parity of the currency. 

It must readily be admitted that there is little evidence of that stability 
in which widespread adjustment of parities could be made with any reasonable 
confidence that they would endure. The economic scene is still changing rapidly. 
In certain countries budgetary deficits and inflation of the currency are still 
the order of the day. Elsewhere disinflation is being tried with varying 
degrees of success. Finally, there is the ominous cloud of more general economic 
recession which has just appeared on the horizon. It may be no bigger than 
a man’s hand, but it cannot be ignored. 

This, however, is no sufficient argument for allowing matters to drift. 
There will always be some apparently good and satisfactory reason for post- 
poning exchange readjustments until another day. The evidence which has 
recently accumulated of the damage caused by artificial exchange rates is 
such as to give this particular problem a high priority. 
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The Chances of French Recovery 
By C. R. Hargrove 


Paris, February 8 
HE early days of 1949 witnessed in France an experiment in financing 
Twin, although affording the world another proof of the depth to which 
national credit has sunk, may, if it succeeds, mark a turning of the tide 
in French financial affairs. In any assessment of the general economic pros- 
pects for France, this operation therefore deserves special examination at the 
outset. 

In order to raise the equivalent of less than {100 millions, the Government 
invited the public to subscribe to an issue of non-redeemable Rentes on terms 
as generous as they are ingenious. Paying 5 per cent. interest, the new Rentes 
could be bought in cash at par, or half in cash and half in outstanding Govern- 
ment bonds paying 3 or 3} per cent., which were accepted at par. The new 
bonds cannot be converted for ten years and carry the unusual right to readjust- 
ment of interest to correspond to that of any loan in the next ten years issued 
with a yield of 5} per cent. or over. Holders are immune, moreover, from any 
new taxation imposed to cover the shortfall, if any, in subscriptions to the 
loan below the amount sought. Complete anonymity is also granted to sub- 
scribers—though as yet they have not been exempted from the obligation to 
give their names and addresses when cashing the single annual coupons. The 
convertible bonds represent a nominal capital of Frs. 360 milliards, the biggest 
block being the 3 per cent. Perpetual Rentes. Before the new loan was 
announced these were quoted at less than 65. They rose by ten points or 
more after the announcement ; even so, whoever bought them at that price 
with a view to subscribing to the 5 per cent. issue found himself the owner of 
a gilt-edged investment yielding some 5? per cent. combined with a chance of 
conversion into new bonds yielding 5} per cent. or more, not to mention the 
tax-exemption privilege. Existing holders of the 3 per cent. and 3} per cent. 
convertible bonds of course secured an immediate and considerable capital 
appreciation. 

The Finance Minister, M. Petsche, described the loan as ‘“‘ classic’’. He 
meant it in the sense that nobody is under direct or indirect compulsion to 
subscribe—in contrast to the conditions of the loan offered early last year 
when the public was invited to buy as the price of escape from paying in cash 
what amounted to a capital levy—and that no recourse had been had to 
devices such as adjustment of the rate of interest to variations in the franc rate 
or in indices of wages or cost-of-living. He also described the loan as attesting 
the State’s sense of justice and good faith ; and here he was on surer ground. 
Investors have had bitter experiences in gilt-edged in these past few years ; 
in 1945 the Perpetual Threes, for example, were quoted above par. If only, 
then, by reason of its moral appeal the loan could be expected from the outset 
to attain the target of Frs. 100 milliards. Nevertheless, the terms of the 
loan measure the extent to which the national credit has fallen, creating 
an obstacle which Governments of to-day and to-morrow must overcome if 
sufficient funds are to be found to finance reconstruction and development 
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without further recourse to inflation. To make sure of an almost negligible 
sum, the Government has had to launch upon a policy of dear money. A 
hundred milliard francs at the present day represent only a fraction of the 
127 milliards of 1945 francs raised through the Liberation Loan—and a very 
much smaller fraction of the 44 milliards of gold francs offered in response to 
the famous appeal for three milliards in order to get the Germans out of French 
territory in 1872. On the other hand, it needs to be emphasized that, as a 
result of the inflation, the real burden of national debt charges has sunk to 
7 per cent. of the national expenditure, against 17 per cent. in 1938 and as 
much as 42 per cent. in 1926. 

Yet this experiment in “ deconversion ’’ represents a speculation on the 
relative stability of the franc from now on. Granted the success of the loan, 
the Government promises more loans to follow, and apparently it hopes for 
more than a moderate success. In that event, there would be a possibility of 
rescuing the loan market from its paralysis and making it play its proper réle 
in the task of recovery. There might even be a chance of dispelling the mood 
of apathy which has taken hold of the nation, and of restoring confidence, upon 
which, in the last resort, financial and even political stability depend. What 
are the chances that this loan may really mark a turning of the tide ? 

In introducing it to the public the Finance Minister also claimed that his 
Government in its five months of office had laboured steadily—“ rather like 
oxen, step by step,’’ as he put it—to defend the currency. The claim may be 
admitted. If this Government began, as Governments usually begin in France, 
by sanctioning an increase of wages, it kept the increase moderate and reso- 
lutely faced and overcame the Communist attempt to force larger concessions 
through a general strike. No sooner had the miners gone back to work than 
the Government set about completing the readjustment of prices, including 
the tariffs of all the public services, which had fallen out of line with costs of 
production. It was even bold enough to try to apply a law, already on the 
statute book, to raise rents from their fantastically low levels. It has also 
begun the task of reforming the incredibly complex fiscal system, and it has 
carried the long process of reforming the administrative machinery a stage 
further. 

Before the close of the year the Government also succeeded in getting 
through the Assembly a skeleton budget showing expenditure and revenue 
balancing at Frs. 1,250 milliards and ‘‘ investment’”’ or capital outlays of 
something over Frs. 500 milliards covered through a combination of taxation, 
the cash from the 5 per cent. loan and the franc proceeds accruing from the 
internal sale of E.R.P. imports; these “counterpart” funds are specifically 
earmarked for the purpose of financing reconstruction and equipment. It was 
able to complete all financial operations in 1948 without recourse to the 
printing press of the Bank of France. It is more than likely that, barring 
unforeseen events, this achievement will be repeated in 1949. 

In measuring the improvement of confidence since the launching of the 
new loan, some weight should also be given to the evidence of the tolerated 
free gold and foreign exchange markets and of the black markets in foreign 
bank notes. Before the loan was issued the gold Napoleon was quoted in Panis 
at 5,925 francs. It has since fallen to 5,225 francs and the descent has steepened 
in the last few days. The same trend has been shown by black market rates 
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for foreign currencies. The Bank of England note, which had been bid for as 
high as 1,500 francs a month ago, compared with the official rate of 1,062 francs, 
has since fallen back to 1,280 francs. What makes the fall in gold particularly 
significant is the fact that most of the recent offering of gold coin has come 
from the country districts and must be linked with the reduction in farm 
income and the fall in agricultural prices. 

So far so good. But what must also be noted in estimating the prospects 
is the presence of factors favouring this Government which were absent or 
only partially present in the times of its predecessors. Two are especially 
important. During this Government’s period of office the first full benefits 
of E.R.P. have made themselves felt. The administrative headquarters of 
the Economic Co-operation Administration in Europe started their work about 
the time when M. Queuille took office. Since Paris harbours—in luxury, it 
may be added—these European headquarters, all French affairs are particularly 
in the limelight of American scrutiny. The reactions of the American adminis- 
trators and observers are transmitted to Washington, where they are laid open 
to officials and to the watchful eyes of Congress and the American public. 
The presence of the Americans in Paris at this juncture has given a spur to 
recovery and proved a steadying influence politically. In Paris, too, there is 
the Organization for European Economic Co-operation. In common with the 
other participating nations the French Government has presented to O.E.E.C. 
a balance sheet of the present economic position of France as well as plans for 
the next four years. The French Government has been well equipped, statis- 
tically, to present its case, better in fact than the majority of European 
governments, by virtue of the French system of economic planning adopted 
in 1946. France inside the councils of O.E.E.C. is in a strong position. The 
French representatives hold definite views about how the European economic 
plans should be shaped, and, thanks to the location of O.E.E.C. and E.C.A. in 
Paris, they are able to expound these views readily. French ministers, it is 
very evident, are keeping an eye on Washington in their announcements and 
actions. In defending new taxes, refusing wage increases, dismissing civil ser- 
vants or appealing for loans, they have fallen into the habit of saying that 
Washington wants it so. By stressing the importance of American reaction, 
criticism from the Communist benches is inevitably courted (and, indeed, 
criticism from the extreme Right also). But a sufficient proportion of the 
French public has enough knowledge of economic facts to appreciate that the 
aid given by Washington could not be provided from Moscow, or from internal 
sources alone. 

A second and still more powerful factor strengthening the chances of the 
Government is the long-delayed improvement in supplies. To the British 
tourist, France may have seemed a land of plenty already last summer. Should 
he return this year he will find what will seem to him more than plenty. The 
weather last year helped in the production of bumper crops of most foodstuffs, 
the latest striking and popular demonstration of which was the abolition of the 
bread ration. A few foods and beverages are still in short supply and still, 
therefore, rationed—notably milk and butter; but the rations are now fully 
met, as they were not always last year. At times, local food surpluses arise, 
and the black market’s réle in the family budget has become almost insignifi- 
cant, for the first time in ten years. 
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In industrial production, too, the period of shortages is almost ended. As 
the latest proof of improving production, the control of steel distribution has 
been abandoned. By December steel output had approached the peak level 
attained in 1939. Coal production, after the six-week strike, returned imme- 
diately to the 1938 level and has since surpassed it. The supply of electric 
power was reduced sharply this winter by lack of water in the reservoirs of the 
Alps and Massif Central, but normally it has long far exceeded the pre-war 
supply. Among other signs of progress are the abundance of newsprint, 
building materials and pneumatic tyres. Thanks to the better deliveries of 
steel the motor industry is turning out, at last, almost as many vehicles as in 
1938. The industry plans to double production in the next two or three years, 
Other engineering industries have little cause for complaint, and the same is 
true of the chemical industry. The situation in textiles is not so satisfactory, 
but that is mainly a question of prices. Despite the social disorders of the 
autumn, the official index of industrial production did not fall below the 
pre-war level and closed the year 10 per cent. above it. 














Although supplies have become more plentiful, prices have remained high. 
The only section of the community to experience the normal effect of the play 
of the rule of supply and demand are the peasants. The urban housewife has 
yet to perceive that any item of food, except vegetables, costs less than it did 
six months ago. The Paris retail index for food, in fact, was slightly higher in 
January than October, while, owing to readjustments of coal prices and 
electricity rates, the general index by the end of the year was almost twenty 
times that of pre-war and 5 per cent. above the autumn level. Similarly, the 
wholesale price index for all France shows no real tendency to recede from the 
level of 2,000 (1938 =100). 











The Government thought it well to decree that no prices should be allowed 
to rise above what they were at the end of 1948 and to order a moderate 
decrease in those of certain agricultural and industrial products. But not 
much conviction attached to this modest reversal of the policy of returning to 
freedom—a policy to which the Radical-Socialists, who now head the Govern- 
ment, are definitely committed and to which there is surprisingly little oppost- 
tion in any quarter, parliamentary or public. It would seem that the Fourth 
Republic is coming back to a resemblance of the Third in two important 
respects. Its destiny falls more and more into the hands of the party which 
was predominant during the past generation, and the post-war tide of detailed 
planning is ebbing fast before the reassertion of the Frenchman’s individualism. 















For the absence of any fall in prices several reasons are advanced, among 
them the distortion of the system of distribution by the war and the occupation, 
the persistence of distrust in the currency and consequent reluctance to let 
stocks fall low, and the weight of taxation. In all these three contentions 
there is truth. The ranks of the wholesalers and retailers have swollen enor- 
mously under the attraction of quick, high profits during the years of scarcity. 
With the wholesale index 60 per cent. up over last year and the dollar and 
pound rising from 120 and 860 francs to 315 and 1,060 respectively, it is 
inevitable that replacement costs should continue to cause worry to manl- 
facturers and distributors. The series of surtaxes and levies on capital and 
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increase of wealth have borne hard on businesses which could not escape fiscal 
control. But in any case experience here and elsewhere teaches that, after 
any considerable period of rising prices followed by a halt due to increasing 
supplies of goods and financial reforms, an interval elapses—and a painful 
one—before prices begin to fall. 


The significant fact at the beginning of the year in France was the falling- 
off of sales in almost all branches of commerce except food. It is a very long 
time since the farmer and the shopkeeper had to go out to seek buyers, but 
they are doing so to-day. The long-abused consumer begins to argue about 
prices and, if they do not suit him, to postpone his purchases. Undoubtedly 
an impression is spreading abroad that things will become cheaper rather than 
dearer. Perhaps they will. But the impracticability of lowering wages in a 
country that has never known unemployment on a large scale and is perhaps 
never likely to know it—provided it can continue to find foreign exchange 
sufficient to finance its requirements in raw materials—sets a limit to any 
prospective price recession. But a moderate recession, aided, perhaps, by a 
decline in the international commodity price level, is conceivable in coming 
months, provided other conditions, in addition to improved supplies, are 


fulfilled. 


One of them is political stability, another is freedom from serious social 
agitation, and a third, of course, is absence of international convulsions. Early 
last summer almost all the economic conditions for a rapid improvement of 
the financial situation seemed fulfilled when suddenly dissension within the 
Coalition brought the Government down. The following months were spent in 
the search for a Ministry that could obtain a majority in the Chamber and 
keep it. When in the autumn a new administration was formed, the Com- 
munists made their attempt to paralyse the country’s activities by a general 
strike. They succeeded in halting the production of coal for several weeks, 
depriving industry of five or six million tons. 


What, then, are the present political and social prospects? Cantonal 
elections are to be held towards the end of March. If they repeat the results 
of the municipal elections of last summer they will threaten the position of 
two of the three parties on which M. Queuille’s Government of moderates is 
based, the Socialists and Popular Republicans, adding greatly to the strength 
of the Gaullist movement and probably the Radical-Socialists, but leaving the 
Communists more or less where they stand to-day. Of course the actual 
numerical distribution in the National Assembly would not be affected, but a 
continuation of the actual Coalition Government would be open to the charge of 
failing to represent the opinion of the majority of the people. And, if the 
Radicals seek co-operation with either Gaullists or Communists, they will find 
neither of them easy to deal with, for neither want the Fourth Republic, as 
now constituted, to prove a success. However, all forecasts of the March 
election are extremely hazardous, because it is impossible to determine the 
impression made upon the electorate by the Government’s performance to 
date, and especially upon those wings of it to which Gaullism or Communism 
appeals. Both stand to gain ground when Ministries fall like ninepins and to 
lose it when a Ministry holds office long enough to halt the process of disinte- 
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gration and enact some obviously necessary reforms. It may be suspected that 
the prospects of neither will have been improved by the conduct of affairs 
during six months of a Government whose characteristics are common sense, 
tact and determination to carry on steadily the task of reformation along 
lines which three-fourths of the population know to be right. 








The risk of major social agitation under Communist inspiration is much 
reduced since the first attempt at a general strike over a year ago split the 
ranks of organized labour and the second attempt last November proved a 
fiasco. It may be that at no time since the Liberation have the urban masses 
felt the burden of the cost of living so heavy. For all that, such agitation for 
higher wages as continued was mostly only half-hearted. Trouble would seem 
to threaten rather from the country than the town. The peasants are clamouring 
against the prices for their produce as being below costs of production, alleging 
that their sacrifice brings no relief to the h: ird-pressed consumer in the towns 
while they themselves pay as dearly as ever for what they have to buy. The 
orange grown in Algeria brings the grower, they say, 10 francs but costs the 
Parisian 80, whereas the Cape orange leaves the land at 12 and reaches the 
Londoner at 50. Shoes and shirts are priced in Paris at thirty and forty times 
pre-war in Paris, and a horse costs the farmer 65,000 francs instead of 1,500. 
Unless prices change, another good harvest will make the subsidizing of agri- 
culture a burning question. 
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In sum, however, one can conclude that the evidence points to a better 
chance for rapid advance along the road to recovery than has been presented 
since the Liberation, if only because the revival of internal production has led 
to improved supplies (aided on the land by the weather) and because E.R.P. 
started to operate at the right moment; that the new loan may prove the 
start of that rapid advance ; and that, should the elections ensure continuance 
of the coalition of moderates, then, always granting the absence of international 
convulsions, it will need only a good harvest to make comparatively plain 
sailing for France. Those who look for a miracle as one is tempted to do by 
memories of ‘‘ come-backs ” in the history of France and particularly to-day 
by the admitted existence of enormous hidden resources in gold in the posses- 
sion of France’s cautious citizens may not find their expectations fulfilled as 
soon as they would like. But those resources cannot be forgotten in any 
serious long-term forecast. It would be wise to look in the near future fora 
rather difficult period of readjustment, moral and material, for further tem- 
porary setbacks due to the inveterate French taste for political complications 
and to repercussions of the world-wide clash of fundamental economic 
doctrines, and, perhaps, to the weather. And one may add that, though, 
according to Anglo-Saxon ideas, it must seem a Herculean task to clean out 
the Augean stables of French finance, whose war confusion was so greatly 
intensified by post-war experiments, it may well happen that there will never 
be a complete cleaning out and yet that a very satisfactory economic recovery 
will be achiev ed. Finance Ministers are never tired of quoting Baron Louis, 
who said: ‘ Give me good politics and I will give you good finance”. The 
politics have rarely been good, rarely good has been the finance. But viewed 
over a long period the prosperity of France has been uninterrupted. Hitherto, 
at any rate, her economy has had power to resist bad politics and bad finance. 
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THE FUTURE 
OF THE STOCK EXCHANGES 





Changes “on ‘Change , 
By the Editor 


ANY are the complaints heard nowadays in and around Throgmorton 
Mistreet Stock Exchange business is in the doldrums. It has often been 

becalmed before, and has as often been carried back eventually into 
prosperity. But thoughtful members of the Stock Exchange community believe 
that the trade winds have been steadily altering course. They see in their 
present troubles indications of deep-seated changes. They believe their com- 
munity may soon have to come to grips with a problem of major adjustment, 
perhaps the most radical adjustment ever faced since the stock market assumed 
its present highly-organized shape. The structure of the market, its methods 
of doing business and even the extent of its personnel have been determined 
mainly by conditions of finance and investment as they existed in the past— 
the relatively distant past. Those determining conditions, to which the present 


A Message from 
THE CHAIRMAN OF THE STOCK EXCHANGE 


I welcome the decision of “The Banker” to devote the major 
part of its March issue to special articles on the Stock Exchange 
because this will provide an opportunity for the presentation and dis- 
cussion, through an authoritative and responsible channel, of some of 
the problems with which the Council have been and are being con- 
fronted and of the steps they have taken and are continuing to take to 
solve them; steps which are apt to receive too little attention and 
recognition from the general public. 

I do trust that certain of your articles will emphasise that 
the Stock Exchange has, by the policy that it has adopted over the past 
twenty years, emerged as a great National institution, playing an 
important part in the economic life of the country. 

This is a fact that is insufficiently known. I am sure that many 
of our Members will share my gratitude if, by your action, it is more 
fully appreciated. 

With all good wishes, 


Chairman’s Room, 
The Stock Exchange, E.C.2. ML aban hanrk 
17th February, 1949. “ ceeanceneceenntoren 
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system is geared, are now seen to have altered radically. The change has been 
spread over many years, perhaps a generation, proceeding almost imper- 
ceptibly at first, but gathering a momentum which since 1939, and especially 
since 1945, has acquired great strength. ; 

The object of this series of articles is to draw attention to the change, to 
examine its nature, to demonstrate that it confronts the Stock Exchange 
community with an inescapable long-term problem, and to promote discussion 
of the ways in which it may be eventually solved. This introductory article is 
designed not to draw conclusions but to present a conspectus of the whole. 

The evidences of fundamental change are not hard to find. Beyond doubt 
the most powerful force has been the increasing steepness of “ progressive ” 
taxation, both of income and capital. Over a period of years this inexorable 
—and socially inevitable—process has broken up the large estates and the 
large masses of accumulated savings, and is now seen to be exerting similar 
effects upon new accumulations. The personal savings of the community, 
instead of arising mainly in a relatively small number of large or medium- 
sized masses, now grow in a myriad of small particles—many of them too tiny 
to be of any direct interest to the Stock Exchange. This long-term social 
revolution, familiar though it is, needs to be mentioned here at the outset 
because, in discussions on the problem of the Stock Exchange, there is often a 
tendency to confuse it with the more exaggerated political tendencies of recent 
years, tendencies which are much less irrevocable and might prove to be 
ephemeral. Another deep-seated social influence is the changing attitude of 
the public towards speculation—a curious feature of a phase which has never- 
theless produced the cult of the football pool. 

Such social influences as these, which between them are drying up the 
sources of business, especially the most profitable business, upon which the 
Stock Exchange depends, are quite distinct from, though powerfully supple- 
mented by, the changes arising from the policies of the present Government. 
Some of the burdens which these policies have imposed on the moneyed classes 
might be eased or lifted by a change of government ; but some would not, 
and some could not. Nationalization is obviously one of the most far-reaching 
and irrevocable of the political measures which are undermining the livelihood 
of the Stock Exchange community. Others, less irrevocable, are the peculiar 
incidence of the profits tax, the absurdities of the bonus issues tax, the 2 per 
cent. stamp duty, and dividend limitation. The damage done to the stock 
market mechanism by such devices is evidently great. But it would be short- 
sighted to suppose that the problem of adjustment in the Stock Exchange 
would cease to exist if these latest burdens were suddenly lifted. The problem 
would then become less pressing and less intractable ; but it would still have 
to be faced before long. 

The problem, bluntly stated, is whether in the conditions of to-day and 
to-morrow a structure created to meet different conditions and different needs 
can continue for long to play its part in the financial system as efiiciently as 
in the past ; and whether, in any case, it can provide through lean years and 
fat a sufficient livelihood for a Stock Exchange community of its present 
size. Most well-informed observers outside the ‘‘ House ”’ and some within it 
are already convinced that the Stock Exchange will not be able to do either 
of these things unless it faces a process of technical rationalization which 
would probably mean relinquishing some long-cherished lines of policy. 
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It is important to realise that this is a national problem, far transcending 
the parochial problem of a few thousand City men, and transcending, too, the 
individual interests of the investors throughout the country who depend upon 
them. Even the most sweeping nationalization programme which could be 
conceived on any political hypotheses would still leave a vital part of Britain’s 
economy in private hands for many years ahead. Much of the capital which 
now must flow into British industry to make good the ravages of war and 
restore Britain’s economic independence will be, whether the Government 
likes it or not, “ risk ” capital—capital provided from private savings for the 
use of private enterprise. Such capital will not be forthcoming in sufficient 
volume, or on terms which entrepreneurs dare accept, unless an efficiently 
working Stock Exchange is available to mobilize it. And an efficient Stock 
Exchange means in this context one which ensures free and active markets in 
all the principal securities. But these are precisely the characteristics of Stock 
Exchange working which are most directly impaired by the underlying changes 
which later articles describe. It may be that these social and political changes 
set absolute limits to the freedom of the security markets. If so, it is more 
than ever important, in the national interest, that the Stock Exchange should 
be so organized as to ensure the maximum freedom which is practicable. If 
the appropriate changes in Stock Exchange organization were to be found to 
imply a gradual decline in the size of the Stock Exchange community, then 
that prospect should be squarely faced—by recognizing that no policy could 
be justified if it rested solely on a desire to resist such a trend. But, when that 
has been said, it must be recognized that the problem of ensuring an adequate 
livelihood for the personnel necessary to maintain an effective market is not, 
as some might suppose it to be, a narrow problem of sectional interests, but 
part of the important national problem. 

How should the Stock Exchange adapt itself to this reduced volume of 
business and to the probability that an increasing proportion of its diminished 
turnover will be concentrated on the least remunerative types of transaction ? 
Now that savings arise increasingly, and perhaps mainly, in many tiny trickles 
which do not flow directly to Throgmorton Street, should stock-brokers make 
new efforts to canalize them to themselves, or should they leave them to 
return through the institutional investors ? Are really small-scale transactions 
economic for the stock-broker, and would any wide extension of direct invest- 
ment by the “little man’’ be socially desirable in any case ? Could such 
business be secured economically without a reversal of the long-term policy 
of curtailing the practice of inducing agents to bring business to the House ? 
Could it be made economic by a radical technical reorganization of the routine 
processes of security dealings, such as a concentration of the book-keeping and 
transfer operations of members into a central department ? Should stock- 
brokers be permitted to advertise ? If, alternatively, the formerly predominant 
personal investment business increasingly gives place to highly concentrated 
institutional business, would this reduce the flexibility of the markets and 
thus impair the facilities for the provision of venture capital? In the new 
‘cumstances, how can the jobber system function effectively, and how can 
a jobber justify his existence in those cases in which he does not or cannot 
fu a sufficient position to enable him to act properly as a shock-absorber ? 
What steps can be taken to restore this mechanism, and how, given the burden 
0! taxation on personal incomes, can the jobbers secure the capital requisite 
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for their efficiency ? Could the diminished fiexibility of the markets be improved 
by restoring facilities for speculation, and would this be a genuine social gain ? 

These are some of the questions which are raised and discussed in the 
following articles. All are highly controversial, and many of them run directly 
counter to Stock Exchange tradition and so are likely to shock some members, 
It should be emphasized again, therefore, that the purpose of this series is not 
to sponsor any particular solutions, but simply to promote healthy discussion 
on as wide a basis and with as few inhibitions as possible. If the problem is as 
far-reaching as these well-informed analyses suggest, it is plainly right that 
even the most radical suggestions should receive a hearing—even if they serve 
no other purpose than to act as a spur to hard thinking by those who are more 
conservatively minded. Unfortunately, this desirability of asking well-qualified 
contributors to give free play to their ideas does make it difficult to present a 
balanced picture of how these matters are regarded by the Stock Exchange 
community as a whole. Needless to say, this discussion of wide possibilities i is 
not intended as any disparagement of the Stock Exchange authorities or as an 
attack on their policies. Those who have the onerous responsibility for taking 
decisions and who act, moreover, as the elected representatives of the whole 
membership with its widely divergent views must perforce remain outside any 
public debate on issues so controversial and far-reaching as those ventilated 
here. If for that reason alone, attention should be drawn here to the rile of 
the authorities in the recent evolution of the ‘“‘ House ”’ 

If the Stock Exchange faces a major transition, it will not be the first in 
its history. A very different but not less important revolution has been success- 
fully accomplished in the past twenty years ; and the whole credit for that goes 
to the Stock Exchange authorities. The next article tells authoritatively how 
the Stock Exchange since World War I has been transformed from virtually 
a private club into a great national institution, with wide responsibilities to 
the whole community. Out of this rise in corporate stature there grew a 
praiseworthy desire to raise also the status of the profession—a policy best 
exemplified in the effort to restrict recourse to agents for the introduction of 
business. Latterly, a new motive has crept in—a desire to restrict or eliminate 
the commission-share paid to agents, in the hope of relieving pressure on 
members’ costs; and the two motives have become rather mixed up. 

On a long view, the problem of too small a profit per bargain cannot be 
separated from the problem of too few bargains ; and both will be intensified 
as small-scale business grows. The only ultimate solution of the first is to 

educe costs; to tackle it by raising commissions or cutting out agents would 





only aggravate the second difficulty, which must be met mainly by making | 
Stock Exchange business attractive to the little man yet economic for the | 


‘House’’; and that may require new relationships with other financial 
stitutions, especially the banks. To restore fle xibility to the ye markets may 
equire, too, not only the solution of the saan m of jobbers’ capital but also 
restoration of technical facilities for speculation, of which the return to 
free closing ’’ may be a portent. In all such matters the Stock Exchange 
authorities must carry a heavy load. They have shown their community 4 
way of life, on the ethical plane. Now, in a changing environment, they must 
show it a way of livelinood—and thereby ensure a capital market which plays 
ciently its vital réle in the national economy. 
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The Stock Exchange as a National 
Institution 
By 1. BB. Maguire 


THER articles in this series, | understand, marshal arguments to show 
Oke because of the social and political trends affecting the underlying 

conditions of investment business, the Stock Exchange now needs to 
examine anew its mechanism and methods of operation. I do not propose to 
comment upon the many controversial issues which this line of argument 
involves, but there are two points which ought to be made—even in an article 
which is primarily directed to the non-controversial but certainly not less 
important matter of the evolution of the Stock Exchange in the recent past. 
First, nobody would deny that the change in the distribution of wealth during 
the past twenty years or so, and the political measures of the past four years, 
have created new problems and new conditions for all who are concerned 
with dealings in securities. On the other hand—this is my second point—in 
weighing the significance of these influences we ought to be on our guard against 
the risk of jumping to too hasty conclusions. Many experienced members 
believe that the recent decline in the volume of business in the security markets 
differs much less radically than is often supposed from the frequently recurrent 
phases of inactivity in the past. This is not the place to pronounce judgment ; 
but past experience teaches us that the volume of Stock Exchange business 
almost invariably declines when we have tipped over from the top of a boom 
—and also that time itself will probably produce the cure. Whenever a recession 
from boom conditions occurs, there are always special factors which accentuate 
the stresses—the present special factors are, of course, the high level of taxa- 
tion, the 2 per cent. stamp duty, nationalization schemes, limitation of divi- 
dends, and the innumerable official restrictions on the free movement of funds 
both at home and internationally. 

But the belief that time will itself produce the cure to the decline in Stock 
Exchange activity does not and must not import a spirit of complacency. 
Although painful while they last, periods of stress should be regarded as a 
necessary urge towards heart searching, self-examination and fresh endeavour. 

I would, of course, dissent from the suggestion, implicit in certain recent 
comments, that there is any novelty for the Stock Exchange in far-reaching 
change. If experience in the future should show that changes are necessary to 
enable the Stock Exchange to continue properly to discharge its responsibilities 
to the community or, within the limits of those responsibilities, to safeguard the 
interests of its members, I have no doubt that they will be made. Adjustments 
to changing needs and responsibilities, so far from being any novelty, would 
indeed fall naturally into sequence with the series of important changes which 
have been almost continuous during the past twenty years. 

It is not generally realized how fundamentally the Stock Exchange has 
altered, or how much its stature and status have grown, in the course of less 
than a generation. Everybody who knows anything about the City cannot fail 
to be aware that the Stock Exchange in its corporate capacity is now a national 
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nstitution, in the fullest sense of the word “ national ’’. Through its elected 
erning bent the Council of the Stock Exchange, it is in constant touch 


ith weet ppropriate Government Departments on matters of financial and 
cono! _ ics ; on many important matters it acts as the agent of these 
1oritie and it carries out, in its own right, functions necessary for the 


ui 
ith and purity of a modern financial community which in other countries 
rmed by supervisory or disciplinary bodies of the Government itself 


ire pe 

“ I 

But if these things are familiar to the City, they are, un happily, only rarely 
, . | +} : - rahlic ¢ } a "a ee pace ep b z 

recognized by the general public ; and even City men are apt to forget how 


vreat is the contrast between the status of the Stock Exchange now and its 
status of only twenty years ago. The changes over this period may have 
yppeared unobtrusive, because they have followed the British tradition of 

essential gradualness "’. But, taken as a whole, they represent an evolution 
which amounts almost to revolution. 

The evolution of the Stock Exchange into a body which acknowledge 
ind gladly undertakes, responsibilities to the general public as distinct ra 

; own members is a process which has been paralleled and conditioned by 
levelopments in other spheres of importance ‘‘for the House’’—the growth of 
‘entral banking policy and monetary management, the organization of the 
joint stock banks, the increasing scale of industry, the rise of a social 
conscience to demand—whether through the mechanism of the law or by other 
means—ever-higher standards of business and financial morality. Tendencies 
such as these, mainly dating from the aftermath of World War I, perhaps 
changed the underlying conditions of Stock Exchange business at least as 
adically as the social and political tendencies of the past ten or fifteen years 
ure now Said to be changing them again. 

In the present context, perhaps the most striking development of the 
period after the 1914-18 war was the growing cohesiveness of all elements of 
the money market, bringing the various components within the reach of cen- 
trally directed policy and making them increasingly aware of their own respon- 
sibilities in carrying it out. The old principles of latsser-faire in matters of 
finance, with “‘ caveat emptor” as the basic doctrine of a free market, were 
gradually losing ground. These tendencies first left their mark on the Stock 
‘xchange in 1921, but it was not until after the collapse of the 1928-29 boom 
that any radical change occurred. Before 1929, the character of the Stock 
Exchange was still virtually that of a private club. That is to say, its policy 
was a policy directed mainly in the interests of its members. This policy did 
indeed require that members should submit to discipline and precise rules, but 
mainly because these were necessary for the Stock Exchange community as a 
whole. The Committee for General Purposes had always maintained that its 
duty, first and last, was to maintain an effective and orderly market—over as 
wide a field as possi le. Many of its rules did incidentally tend to protect the 
public, but the motive deriv ed from the basic principle that the whole Stock 
Exchange community would suffer unless each individual member was bound 
to observe certain minimum standards of conduct. 

For many years, however, this principle was not regarded as having any 
relevance to the securities in ‘which business was done. Until 1921 members 
were free to deal on the market in any securities they chose ; conditions as to 
quality were imposed only upon those securities which were admitted to 
quotation in the Official List. Before the 1914-18 war, there was not even any 
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record kept of the dealings in securities other than these, so that the possi- 
bilities of discipline in this direction, had the authorities wished to exercise it, 
were virtually non-existent. This, incidentally, explains the origin of the 
Supplementary List, which came into being to meet the needs of the Treasury’s 
financial surveillance when the Stock Exchange was permitted to reopen after 
its enforced closure upon the outbreak of that war. After the war, the authori- 
ties for the first time began to exercise some control over the admission of 
securities to the market: the familiar “‘ permission to deal’”’ rules date from 
1921, but during the twenties they were a very mild forerunner of the stringent 
and salutary provisions enforced now. 

The abuses of the bubble flotations of 1928-29, so dramatically and painfully 
revealed after the Hatry crash, were an eloquent condemnation of laisser-faire 
in matters of finance. Both the public and the Stock Exchange were deter- 
mined that such things should not happen again; and the Stock Exchang: 


authorities recognized that, however much they might plead the virtues of an 
ypen market, the public was bound to blame them if it again burnt its fingers 
in such a blaze as that of 1929. The Stock Exchange itself might have played 
no part whatever in the flotation of the delinquent companies; but such 
innocence would not save it from blame. In 1930, accordingly, the authorities 


decided to investigate thoroughly every new issue which was brought to the 
5 £ ‘ 


Stock Exchange, and not to grant permission to deal until the Committee had 
satisfied itself that the public had been given full information and that those 
connected with the issue were of good standing and repute. In taking this 
step, the Stock Exchange was well aware that it was undertaking a new and 
heavy responsibility. The special Sub-Committee on New Issues, upon which 
the onus of decision in each case devolved, consisted of many leading members 
of the main Committee for General Purposes. It was backed by the technical 
equipment of the Share and Loan Department, with its experienced and vigilant 
permanent officials, and by a new Records Department charged with the duty 
of maintaining the fullest possible records not only of the various companies 
and projects themselves but of the financial houses and people outside the 
“ House”’ who are or might become concerned in the business of issuing. 

These changes did not turn the Stock Exchange from a private club into a 
national institution forthwith ; but they set the pattern of the whole subse- 
quent evolution, for there could be no turning back. At the outset, the new 
rules could be regarded as merely an extension, though an important one, of 
the principle that members must be disciplined because of the need to maintain 
the good name of the ‘‘ House’. It wasnot at first fully perceived that stringent 
permission-to-deal rules, which necessarily extended the jurisdiction of the 
Stock Exchange to all companies which sought to introduce their securities 
to the market, gave to the Stock Exchange authorities a very powerful lever 
for raising the standards of financial and accounting practice over the whole 
field of public company finance. Once both the fact and its implications were 
realized, the Stock Exchange Committee was almost bound to become a partner, 
as it were, with the Board of Trade, the Treasury, the Bank of England, and 
even with Scotland Yard, in the joint effort of “‘ the authorities ’’ everywhere 
to protect the investing public from abuses of the freedom of the market or from 
the fraud or exploitation which may lurk behind obscurantism. 

The progressive tightening up of the permission-to-deal rules has sought 
always to ensure that those who would attract the money of the public through 
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the channel of the Stock Exchange shall provide the public with all relevant 
information to enable them (or their professional advisers) to judge for them- 
selves the investment merits of the securities concerned. With these particular 
merits or demerits, of course, the Stock Exchange in its institutional sense is 
not concerned. Its own judgments are pitched on the plane of business ethics, 
according to a code which its own efforts, in conjunction with those of the Board 
of Trade and other authorities—including the legal and accountancy pro- 
fessions, and not forgetting financial journalism—are carrying to ever higher 
levels. As the standards of the most enlightened businesses have risen in 
response to this widely diffused pressure of opinion, it has become possible for 
the Stock Exchange to raise its own requirements so as to force such standards 
upon the laggards. There have been a succession of such steps in the past 
fifteen years, some of the most important of them actually being taken during 
the war. Moreover, the process has not been confined to raising the require- 
ments for granting permission to deal in “‘ new ”’ securities. The Stock Exchange 
authorities, on a number of occasions during the late thirties, showed plainly 
that they expected similar standards to be observed by companies whose 
securities had been admitted to the market when conditions were less exacting. 
In extreme cases, they suspended quotations or actually withdrew permission 
to deal in cases of manipulation or other abuses. 

The financial community now well knows that such sanctions as these— 
and they are very potent ones—can always be brought to bear. The policy of 
the Council is to protect the public and to prevent the development of any 
false market—whether the trouble arises from the conduct of the company 
concerned or from the activities of others. In all such matters the Stock 
Exchange Council acts in close relationship with the various Government 
authorities already mentioned, and is, indeed, in touch with all authorities 
who ought to be aware of the circumstances of a particular case or who can 
help in its unravelling—such, for example, as the Dominion and Colonial 
Offices, when overseas investigations are in question ; and, of course, it works 
in concert with the Provincial Stock Exchanges and the leading banks. 

The links with Government authorities were, of course, greatly strengthened 
and broadened because of the need for them to work in the closest collaboration 
with the Stock Exchange in administering the system of war-time financial 
control. There could be no better proof of the revolution which has taken 
place in the status and standards of the Stock Exchange since 1914. Upon 
the outbreak of World War I there were many failures among Stock Exchange 
firms, and the ‘‘ House’’ remained closed for five months; when, eventually, it 
was reopened, it was required to work under many restrictions laid down by 
the Treasury. After the outbreak of World War II, the ‘“‘ House’’ was closed for 
only four days—and that because of the restrictions on transport during the 
evacuation of children from London. There was only one minor failure, and 
the arrangements for war-time operation were devised by the ‘‘ House ”’ itself at 
the request of the Treasury. Admittedly, the more favourable experience in 
1939 was due to some extent to the fact that the contingency of war had long 
been foreseen, whereas the war of 1914-18 came suddenly. But this is a very 
partial explanation, as is shown by the confidence of the Government in the 
capacity of the Stock Exchange to manage its own affairs—within the frame- 
work, of course, of the Defence (Finance) Regulations—in the national interest 
in a state of emergency. In many matters as the war proceeded, the monetary 
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authorities found it necessary to consult and collaborate with the Stock 
Exchange—in the arrangements for the registration and requisitioning of 
foreign securities, in the implementation of Exchange Control, and in the 
enforcement of the requirements of the Trading with the Enemy regulations, 
to mention the more outstanding examples. This collaboration followed 
naturally from a growing tradition of consultation in the years before the war. 
Representatives of the Stock Exchange have served, at the request of the Board 
of Trade, on every important enquiry into financial practices and company 
law for many years past—including the Greene Committee on company law 
reform, the Anderson Committee on Fixed Trusts, the Bodkin ‘“ Share- 
pushing ’’ enquiry, and the recent Cohen Committee which moulded the new 
Companies Act. More significant perhaps than these ad hoc services of the 
Stock Exchange is the fact that, at the invitation of the Treasury, a Stock 
Exchange nominee was a permanent member of the former Foreign Transac- 
tions Advisory Committee and now sits on the Capital Issues Committee. 


In the use of their powers with the object of improving the standards of 
company practice—notably in new issues procedure, the form of company 
accounts, and in the adequacy and accuracy of interim statements—the Stock 
Exchange authorities are constantly moving ahead of the requirements which 
can be imposed by law. They can do this because rules which can be inter- 
preted and applied flexibly at the discretion of the authorities can always be 
more tightly drawn than statutory provisions which, owing to their rigidity, 
have to be framed so as not to stop legitimate as well as illegitimate practices. 
The flexibility of the Stock Exchange system was acknowledged in a striking 
passage in the report of the Committee on Company Law Amendment, pre- 
sided over by Mr. Justice Cohen : 


Some of the requirements of the London Stock Exchange Committee [i.e. the 
then Committee for General Purposes] as to the information to be disclosed in 
prospectuses and advertisements go beyond the requirements of the Companies 
Act. The sanction behind these requirements, and it is a powerful one, is the fact 
that if the London Stock Exchange Committee are not satisfied, they can refuse 
permission to deal or defer their decision on the matter. On the other hand, as the 
requirements are not laid down by statute, the London Stock Exchange Committee 
can waive some or all of them in suitable cases. Their flexibility makes it possible 
for the rules to be more stringent and to afford the investor a greater measure of 
security than could be achieved by a statute except at the cost of hampering 
legitimate business. 


This tribute to the quality and advantages of the Stock Exchange system of 
financial discipline has had important consequences: the new Companies 
Act has assigned to the Stock Exchange a specific réle in implementing the 
requirements of the law itself. 

Under the former system, if the Stock Exchange refused permission to deal 
in a new issue, any members of the public to whom shares had been allotted 
were liable to find themselves saddled with the unenviable burden of carrying 
securities in which there was no market whatever. It should be noted, however, 
that where reputable companies are concerned, the need for refusal ought never 
to arise: provided that those responsible for the issue get into touch with the 
Stock Exchange authorities at an early stage, they will be well aware, long 
before the issue is actually made and the moment for formal decision arrives, 
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whether they have been able duly to comply with the Stock Exchange 
requirements. 

The recent legal reforms have provided a remedy for this situation. Section 
51 of the Companies Act of 1948 provides that, if a prospectus states that 
application will be made for a quotation (i.e. for permission to deal ; it should 
be noted that the Stock Exchange will not, in any case, entertain an application 
unless this statement has been mz ide), any allotment of securities will be void 
(a) if no application has been made be fore the third day after the issue of the 
first prospectus or ()) if the application has been refused before the expiration 
of six weeks from the date of the closing of the subscription lists. Pending a 
decision or the expiration of this time limit, all moneys received from applicants 
are required to be kept in a separate banking account ; and, in the event ofa 
refusal of permission to deal, the moneys are to be returned because the issue 
becomes void. Within these limits, it now rests, in effect, with the Stock 
Exchange authorities to determine whether an issue is valid or void. By this 
provision, the legislature has, quite deliberately, thrown a heavy additional 
responsibility upon the Stock Exchange. A somewhat similar, but not quite 
so onerous, responsibility is imposed by another section of the new Act, which 
provides that for issues by prospectus, the Stock Exchange may, upon request 
by the applicant for a quotation, give a certificate of exemption from compliance 
with the requirements of the Fourth Schedule to the Principal Act if in their 
opinion the circumstances of the issue are such as to make such compliance 
unduly unburdensome. 

These provisions in the Companies Act of 1948, though but one indication 
among many, may perhaps be regarded as the final acknowledgment of the 
revolution which has occurred in the status of the “‘ House ’’, the authentic hall- 
mark, so to speak, of its worth as a body which has vital duties to discharge 
on behalf of the whole community. The Stock Exchange accepts the respon- 
sibilities of its new status and undertakes such tasks willingly. But it feels 
that it is too rarely understood that the costs of performing these public 
functions have hitherto been borne entirely out of its private revenues, which 
come from the subscriptions from its members. It is true that, despite the 
great increase which has occurred since 1939 in the costs of running the Stock 
Exchange, members’ subscriptions have not been raised—nor, for that matter, 
has there been any increase in the commissions charged by brokers to the 
public. Prospectively, however, the financial burden of discharging these 
many public responsibilities must add its quota to the financial problems of 
the Stock Exchange cmunain as a whole. Those problems are now being 
aggravated by eage recent fiscal measures, such as the raising of the stamp 
duty on transfer deeds from 1 per cent. to 2 per cent., which are doubtless 
fully examined om where in this series of articles. The Stock Exchange, apart 
from its newer responsibilities in maintaining a due discipline to ensure a 
healthy financial mechanism, has still its traditional and primary responsibility 
of providing a free and active market as a vital organ in the body economic. 
The recent fiscal measures, among other post-war trends, are doing much 
damage to this organism. I do not wish to venture here into controversy ; 
but all who understand the mechanism and purpose of the Stock Exchange 
are convinced that a strong case exists, on the basis of the national interest, 
for alleviation of some of these new burdens. 





inge 


tion 
that 
ould 
tion 
void 
the 
tion 
ng a 
ants 
of a 
ssue 
tock 
this 
onal 
uite 
hich 
uest 
ince 
heir 
ance 


tion 
the 
hall- 
arge 
pon- 
feels 
iblic 
hich 
the 
tock 
tter, 
the 
hese 
is of 
eing 
amp 
tless 
part 
re a 
ility 
mic. 
1uch 
rsy ; 
ange 
rest, 





17] 


New Problems for the “House” 
By Harold Cowen 


YEAR or two ago a good many brokers and others foreshadowed, 
Agee cyclical grounds, a setback in security prices and a decline in 

Stock Exchange business. Prices had been rising for six years and ther 
were sufficient symptoms of unhealthy boom conditions in finance and industry 
to suggest that the reaction might not be long delayed. The steady decline i: 
turnover which has been a persistent feature of the markets since Daltonia 
finance overreached itself was therefore accepted as being in the natural order 
of things, even though there was no corresponding fall in prices after the first 
sharp break. Only comparatively recently has the ‘“‘ House ”’ be egun to apprehend 
that there may be a very different quality about the present siump in Stock 
Exchange business which distinguishes it in kind from previous periods of 
market inactivity. The chill, if salutary, breath of Crippsian policy has col- 
lapsed the inflation< ury froth whipped up by the s spurious cheaper money drive 
and it is now being revealed toa rathe ‘r surprised ‘‘ House ”’ that the future, even 
the near future, of the Stock Exchange as a profession is threatened by deep- 
seated causes, of pre-war origin, which derive from long-term political, economic 
and fiscal trends. What has to be faced, it now appears, is primarily neither 
mere reaction from a period of excessive activity nor the specific difficulties 
arising from the policy of a Socialist Government—however much these factors 
are darkening the immediate picture. The basic problem springs from nothing 
less than an historic shift in the centre of gravity of the financial system. It 
is the purpose of this article to consider the major influences at work and how 
they impinge upon the Stock Exchange machine and its relationships with the 
investing community. 

If nothing else were involved than a possible reduction in the size of the 
Stock Exchange and its satellites, the public might view the situation with 
detachment, tinged perhaps with satisfaction or sympathy according to 
temperament and predilection. But much more is at stake than that. Many 
people fear that the volume of security business may remain at such a level, 
or become increasingly of such a type, as to make substantial parts of the 
traditional security-dealing organization obsolescent or—which amounts to 
the same thing—to prevent its functioning with due efficiency. If there is 
substance in these fears, such tendencies would greatly reinforce the many 
other influences which are tending to impair the supply and raise the cost of 
risk capital to industry. The loss of marketability, which is the measure of any 
deterioration in the Stock Exchange mechanism, would react upon the profit 
margins required by entrepreneurs in all types of business e nterprise. sueiaieié, 
the underlying influe nces—primarily the general and specific burdens of taxa- 
tion—which are destroying marketability are attacking both the sources of 
supply of s such capital and the incentives to employ it. if the Stock Exchange 
is not maintained at full efficiency, there is a danger that this process may 
become cumulative. Though causes and effects are here inextricably inter- 
twined, it is surely beyond dispute that any serious threat to the maintenance 
of facilities and conditions essential to a free and active stock market must 
be of deep concern to a far wider circle than that of Throgmorton Street and 
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wider, even, than the investing community as a whole. Naturally, it is not 
from this angle that most members of the Stock Exchange will consider the 
problems raised by their business slump. [t is proper that they should address 
themselves primarily to adapting their own institution to the needs of the 
times ; but in so doing they will probably be doing the best job, in their own 
sphere, for the nation’s whole economy. What is happening to the Stock 
Exchange, indeed, is but one manifestation of a broad set of problems con- 
cerning risk capital and incentives, and the resilience and efficiency of industry, 
which, at long range, may be decisively important for Britain’s future. 


PERMANENT SHRINKAGE OF TURNOVER: 

How strong are the reasons for thinking that a permanent shrinkage i 
the volume of Stock Exchange business has to be faced ? How far is it *usti 
fiable to reject the quite common view that the present pessimism is merely 
in up-to-date variety of the norma! depression blues ? The case for believing 
the major influences to be more deep-seated is certainly formidable. The basic 
adverse influences, diverse though they are, can mostly be grouped under one 
of two heads—first, the changes flowing from what is rather clumsily called 
the ‘‘ democratization ’’ of economic and fiscal policy and, secondly, the decline 
of Britain as a creditor power. At least so far as the present generation is 
concerned, both these broad tendencies must be regarded as permanent. Under 
the first head comes the most fundamental influence of all—the long-sustained 
and lately intensified egalitarian taxation and kindred policies which are 
radically shifting the power to save from the well-to-do classes, principally to 
serve whom the present structure of the Stock Exchanges was created, to the 
million. In this category, too, there are the effects of fiscal policy in preventing 
the accumulation of capital by private firms—a tendency which steadily 
reduces the resources of the market itself and yet may call for an actual 
increase in those resources, because the parallel effects upon private commercial 
or industrial businesses and pemrate sources of finance must tend to bring 
projects to the public capital market at an earlier stage than formerly. Among 
the more recent tendencies in this category, the most obvious and violent in 
its effects is, of course, nationalization ; but there are parallel trends in, for 
example, the Government projects for economic development overseas. 
Finally, side by side with egalitarian policy, there has arisen a popular con- 
demnation of speculation and a fondness for curbs upon it whenever it shows 
itself in the field of finance. Under the second head, there must be put the 
effects of the loss of many hundreds of millions of foreign securities through 
repatriation by former debtors of Britain—-representing a loss of profitable 
Stock Exchange business which is far from being compensated, in terms of 
market activity, by the gilt-edged securities which in some instances have been 
substituted. (The Argentine rail stocks, for instance, have been replaced by 
Treasury borrowings on floating debt from the banks.) Closely related to this 
loss is the virtual disappearance, owing to the exigencies of exchange control, 
of the formerly very active international trading in securities. 

The consequences for the Stock Exchange can be summed up by saying, 
on the one hand, that gilt-edged form an ever-growing proportion of the 
available securities ; and, on the other, that the atomization of savings is 
reducing the size of the average private investor and changing him from a 
sizable speculative investor into a small saver, a trivial punter, a stay-put 
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buyer of gilt-edged or, more likely, a contributor to one or other of the large 
institutional investors—the insurance companies or building societies which, 
with a few notable exceptions, are predominantly interested in gilt-edged or 
blue chip securities. The progress along this route can be noted in any month’s 
financial news taken at random. Belief in its continuance as a secular trend 
is perfectly compatible with the occurrence from time to time of considerable 
periods of profitable market activity. 

It is worth while to consider the main elements in the situation at closer 
range. Take, first, the adverse implications for the market of the curtailment 
of development opportunities at home and abroad and the modern methods of 
financing and administering those which remain. There is no sign, one might 
say no chance, of any fields for exploitation which might yield to the markets 
a harvest of active securities like the rich crop that resulted in former times 
from the opening up of North and South America, the Far East, India and 
the Dominions, and the industrialization of Europe. Those security legacies 
from the great era of oversea investment have been repatriated or lost in 
the tides of default following war and revolution, never to be replaced by 
their kind, or have grown so staid as to offer little scope for market activity. 
Yankees, to take an outstanding group, have gone, together with the hectic 
share dealings and the huge share issues which in this market brought such 
millions of business to London. Consider the contrast between the stock 
market manifestations of the opening up of North America and the modern 
projects in Colonial Africa : instead of issues for exploration and development, 
for railways, dock and harbour works, electricity and water schemes, townships 
and all the rest, we have nowadays a few more millions of gilt-edged—even 
of mere floating debt—arising from an extra draft on the Colonial Development 
Fund, or perhaps an issue by the Colony itself. A considerable field for com- 
mercial finance will no doubt be opened up in these areas in time. The inter- 
national trading companies, for example, will need to raise money for the 
expansion of their activities in these fields; and there are still the mining 
ventures. But the big stuff is being covered at the governmental level, which, 
in the present context, means gilt-edged. 

And, of course, it is the same pattern at home—only more so. There is no 
new field for future development demanding Stock Exchange finance, other than 
through the gilt-edged market, which can compare with the large slices of the 
national economy which have been or are being removed to what may loosely 
be called the public finance sector. From the market point of view, this might 
be taken to include not only Government bodies and other public boards 
but all private concerns whose financial (and especially dividend) policy tends 
to the habits of such corporations. On this basis, the ‘“‘ public” sector 
embraces, it must be recalled, not only most of the major established staple 
industries and utilities, but also the great development prospects—atomic 
energy, air lines, broadcasting and television services. By this test, too, there 
are also “ lost’ to the market, in greater or less degree, substantial blocks of 
banking, insurance, film finance, and housing. There will be no flotation of 
Stevenage Developments, Ltd., no issues on bonus terms by the New Atom 
Co., not even a reconstruction scheme to clear Preference dividend arrears and 
raise fresh capital for the B.O.A.C. Their forebears and their like in their time 
provided much of the turnover of the active broker and the active investor. 
Figures quoted by Mr. Wincott (on page 181 in the immediately following 
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article) show that the money value of non-gilt-edged securities is not much 
more than before the war—which is equivalent to saying that the real volume, 
measured in terms of the cost of doing business, has been roughly halved. 
Moreover, it is the speculative and speculative investment business, normally 
the principal contributors to Stock Exchange revenue, which have contracted 
most. The small “ vendor” issues which have flooded the new issue market 
recently have made an important contribution to the livelihood of the market 


firms directly concerned and to the general activity ; but they are not to be 
compared, in their permanent importance to the market, with the massive 
flotations of big private businesses—the Colmans, the Raleighs and the Ranks— 


which were a striking feature of the period between the wars. There are now 
no more such vast private business s to come to market, though the new 
financing operations of the big groups (e.g. the recent Shell and I.C.I. issues) 
of course constitute a valuable source of business. 

The actual amount of non-gilt-edged securities, at nominal worth, has 
already been greatly reduced in the past few years, and for the future most of 
the fields offering prospect of substantial development will be represented in 
the stock market by non- risk bearing—that is to say, non-speculative—issues 
by Governments or public bodies of one kind or another. In any circumstances 
this situation would have to be interpreted as a serious threat to the Stock 
Exchange. Clearly, one would not expect such a post-war regime to require 
the service of so large a stockbroking organization as formerly. 


TAXATION “‘ATOMISING " SAVINGS 

But this is only half the problem. The other half, the effects of established 
fiscal trends, especially on the composition of the general body of investors, 
strikes even more directly at stoc kivoking. Here again, we are not dealing 
with a phenomenon which has been invented by a Labour Government, even 
though its progress may have been accelerated thereby. The impetus towards 
an egalitarian society derives its irresistible power from fact of universal 
sufirage , expressed in the policies of successive Liberal, Conservative and 
Labour Governments and dictating in advance the contents of future election 
programmes. Admittedly, abnormal circumstances may temporarily carry 
the process to untenable extremes. Hence there may, and perhaps must, be 
some alleviation of present income tax and surtax and estate duties ; but it 
is impossible to fore: see any sweeping retreat from the general principles of a 
social policy which perforce lel es taxing personal incomes and estates on 
a scale which precludes—except, perhaps, for the very few—the possibility of 
building up private fortunes. In recent years, all the formerly well-to-do 
classes of the community from whom the valuable Stock Exchange clients 
and speculative investors were drawn have been disinvesting. 

It is not suggested, a course, that the saving power of the community Is 
falling, but merely that the transfer of the power to save from the few to 
the multitude means a de vee in the size of the average private investor and 
other changes the form and directions in which his savings are applied 
which are highly disadvantageous to the Stock Exchange. It means more 
small savings in directions which bring virtually no Stock Exchange business 
at all (e.g. Savings Certificates, Savings Bank deposits, building societies), more 
through institutional investors (e.g. insurance companies) which are largely 
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for the substantial private investors whose investments and speculations 
constitute the average broker’s most remunerative type of business. Leaving 
aside institutional business for the moment, it must be appreciated that, 
however many thousands of small direct investors there may be, most of them 
cannot provide the type of business which can be economically handled by 
brokers, at least as at present organized. The more small clients a broker has 
the more obvious becomes the discrepancy between the few shillings net each 
bargain yields and its multifold costs in clerical, administrative and executive 
time ; rent, taxes, telephones, postage and security-handling ; and employ- 
ment of capital. Moreover, the business of the little man, even if it could be 
made economic, is necessarily very inactive business. 

The same factors which are reducing the size of the average individual 
investor and speculator are reducing the resources of the market itself. Even 
more evidently than in other partnership professions, neither brokers nor jobbers 
are able, speaking generally, to build up resources on anything near the scale 
necessary to conduct a free-flowing Stock Exchange business. The highly 
important jobbing aspects of this situation are discussed in another article. 
So far as brokers are concerned, one of the main results is to make even more 
impassable the gulf between the majority of firms and the few large ones which 
have the facilities to serve the institutions. The large firms have enjoyed a 
well-buttressed position for several decades: a notable combination of time, 
money, brains and, let it be said, personal influence would at any time be 
required by any minor firm aspiring to join the small group of leaders. Given 
the present capital problem, few are likely to make the attempt. For those firms 
which already have strong links with the banks and institutions and maintain 
high-powered statistical departments, current trends in the flow of business 
are favourable ; but for the generality of brokers for whom an institutional 
order is a rarity, the shift towards gilt-edged is useless. The private investor 
in gilt-edged holds his investment through thick and thin. His initial invest- 
ment often yields insufficient commission to pay the cost of the bargain, and 
it goes without saying that the work involved in proposing a desirable exchange 
in respect of a few hundred pounds of stock is quite uneconomic. 

It is true, of course, that the immediate Stock Exchange scene is further 
clouded by some other factors which may not be so permanent in nature as 
those so far discussed. We are perhaps justified in assuming that when infla- 
tionary pressures are really under control some of the present restrictions 
which are playing a big part in curtailing security business may be removed 
or at least greatly eased. Dividend limitation and the bonus tax do not look 
permanent ; the 2 per cent. stamp duty might conceivably be reduced on 
the merits of the case for freer markets ; and the distributed profits tax is an 
obvious candidate for elimination as soon as there seems to be need of priming 
the pump to ward off depression. The ban on contangos, a serious embarrass- 
ment to the normal operation of the market, would surely also be discarded 
if ever an objective Chancellor has the time to study the true technical function 
of the carry-over. The recent lifting of the ‘‘ free closing” prohibition is a 
timely concession to realities, and may be a portent. But such impediments 
as these have only to be listed for it to be apparent that they are of light weight 
by contrast with the weighty long-term influences which are at work. It must 
also be remembered, too, that now that all official inhibitions against inter- 
fering with the working of the capital market have been thrown overboard 
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(not that any attempt has been made to evaluate the consequences) there is 
not likely to be much hesitation in the future, by a Government of any colour, 
to adopt any device which may appear to be politically expedient at the time. 


ADAPTATION—OR ATTRITION 


Whatever weight may be attached to these secondary and perhaps transitory 
factors in the market picture, the fundamental nature of the longer-term 
problem is surely evident. From the point of view of Throgmorton Street, the 
alternatives are adaptation for survival, or submission to a process of growing 
concentration of business in the larger firms and the elimination by attrition 
of a large proportion of all the rest. If things are left much as they are, it may 
be expected that a considerable proportion of the broking firms will slowly 
find that commission revenue is becoming uneconomic in relation to the effort 
and capital involved in obtaining it. A more palatable response is to devise 
ways and means of drawing small business economically from ever-widening 
circles and improving the Stock Exchange machine so as to handle all business 
more cheaply. Some rather radical measures would have to be adopted, 
however, to enable the organization to deal, primarily and economically, with 
the needs of the many, instead of depending, as does the present system, upon 
serving a comparatively wealthy minority. 

It is, in any case, an open question whether small investors’ needs are 
really well served by direct investment in the Stock Exchange. In the distant 
future, perhaps, a Wellsian view might conceive the Stock Exchange as a 
specialized dealing machine operating “solely as the clearing house for institu- 
tional collectors of individual savings. But there is no need yet even to indulge 
in such flights of fancy. For many years to come there will certainly be enough 
direct investment to warrant the most energetic adaptation of facilities to 
foster the small man’s business. This means either many more numerous 
contacts with small investors or a reliance, to an ever-growing extent, upon the 
services of business collecting agencies. Of these, obviously, the banks are 
easily the most important, the best placed to encourage small business, and 
the best equipped to deal with the purely mechanical aspects of payments 
and deliveries. 

[It has become instinctive for the Stock Exchange to react sharply against 
business collecting agencies of all kinds. The ‘‘ House ’’ has been fighting a 
long series of actions since the ’twenties to improve the standing of the pro- 
fession and the conduct of business, and this policy earned a well-merited 
tribute from the Cohen Committee. One necessary part of this effort has been 
the elimination of the commission-hunter of every kind, from the West End 
bar lounger upward ; but the ultimate aim was the canalization of as much 
of the available business as possible direct to the Stock Exchange instead of 
through agents. There is, or was, a strong case for this policy. The exclusion 
of every type of commission rebate not professionally earned was, of course, 
the principle on which the abortive proposal to cut out rebates to bank trustee 
departments was founded—or the ground that since these departments are 
or should be separately remuner rated for their management services by the 
Trusts, a commission rebate to them can be represented as being in the same 
class (even though at the top of the class) as any “ unearned ” “rebate. The 
attack on unearned rebates is part of the drive to eliminate untutored and 
irresponsible agents, whose activities are outside or only remotely under the 
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surveillance of the Council; it is urged that the comparative freedom they 
enjoy gives them an increasing advantage with every upgrading of the standards 
required of members. Their existence is therefore held to constitute an obstacle 
to the professionalization of broking. Moreover, the crude arithmetical case, 
based on rising costs, for increasing at least some part of the commission 
scale is held to be weakened by commission-sharing generally. But, of course, 
this policy took shape long before the war. It was founded on assumptions, 
not much discussed because almost universally taken for granted, about the 
volume and nature and future of Stock Exchange business. None foresaw 
then the profound impact of the war and of political, economic and fiscal trends 
which now threaten the traditional structure of the investing community and 
the stock market. It cannot be easy, therefore, for members to accept the 
proposition that the redistribution of incomes is actually rendering obsolete 
the well-launched policy of growing independence of agencies and, indeed, 
that this modern tide must surely force the ‘‘ House ’”’ back to increasing reliance 
on agency systems. Yet it is difficult to reach any other conclusion. 


A NEW APPROACH TO “AGENCY ”’ 

There is a certain school of thought which seeks to find an answer along 
other lines. Let the Stock Exchange go out and get the business, it is said ; 
permit members to open West End and even couniry offices ; allow suitably 
controlled advertising. But such views overlook the fact that cost per bargain 
is the crux of the problem and has become the sure test of future policy. 
Indeed, it would be an extraordinary conclusion if the Stock Exchange, 
attacked by the two problems of insufficient capital and low commission- 
yielding bargains, and obliged to adapt its technique to gather in the small 
investor, were to start to build a new chain of offices when there lies ready to 
hand the great national network of bank branches. Some thirty thousand of 
them, spread throughout the country, even to some of the tiniest hamlets, 
maintaining daily and direct concern with the financial affairs of literally 
everybody who can be classified as an investor—and of many more potential 
investors—and skilled in the whole technique of security transactions, they 
are surely the best placed to handle the investment affairs of the small man 
with the minimum of trouble and lowest overheads both to the customer and 
the broker. This may be the way to get the small man’s business, but can it 
be made economic ? Under existing arrangements much of the small business 
from branch banks is tolerated by brokers only because it is occasionally 
sweetened by a substantial Head Office order. If, therefore, there were to be 
active development of and growing expenditure on small business through 
the banks, some important changes in the technique both of the banks and the 
Stock Exchange would be called for. These changes would seek to create a 
system of mass investment comparable in nature and origin, and even in 
method, with the systems which in other fields (e.g. tailoring) have come into 
being to meet the growth of a mass market. The key feature in investment, 
as elsewhere, would necessarily be low handling and distributive charges per 
unit of turnover, secured by exploiting the possibilities of standardization and 
mechanization. 

Important advances in the technique of the relations of brokers with the 
banks, and of the Stock Exchange system itself, would be essential. Perhaps 
the most important would be the adoption by the Stock Exchange of the 
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system of centralized bookkeeping, first worked out by the Share and Loan 
Department in anticipation of war conditions and now in cold storage. Such 
a system, described in a subsequent article, would at one stroke cut costs 


? 
| 


would reduce the capital requirements of brokers and, to a less 


drastically 
incl would offer the possibility of dovet viling with 


extent, of jobbers also: 
the banks the whole system of stock deliveries and payments. Another move 


an improvement in the technique of the market itself, designed to 


would bi 
reduce dealing margins, especially in unmarketable stocks, along lines suggested 
in the immediately following article. A more extensive investment service 
by brokers to branches, to provide a handy reference for the non-specialist 
bank manager, might well be combined in the banks with a closer oversight, by 
the appropriate head office Cepartments, of the whole functioning of the banks 
in this sphere. Such a plan would, of course, carefully avoid saddling the bank 
with responsibility for customers’ investments, while giving the bank manager 
upport in dealing with the investment enquiries of his customers. In 


more 

many cases this is not needed ; but managers of the smaller branches are not 
always sufficiently conversant with stock markets and with investment prob- 
lems to act confidently as the go-between in personal contact with 


the actual investor 

We are brought up at once against the commission question. When the 
Council first put forward the changes in the commission rules which were 
eventually set aside a few weeks ago, there was little public discussion and 
perhaps little recognition of these longer-term problems. Those proposals 
represented, in the main, a further stage in the established policy of increasing 
incependence of agents, which, if the main theme of this article be accepted, 
needs to be reversed. Contacts with the public, through solicitors and accoun- 
tants as well as the banks, need to be multiplied, not reduced, if contact is to 
be made and developed with the growing army of small investors. Modification 
and simplification of the commission scale are overdue in any case ; and ifa 
certain embarrassment must be felt in adopting a warmer attitude towards 
agents generally, that, too, can hardly be avoided, on the longer view. The 


sweeping reduction in costs which might be secured as a result of internal 


c 


reorganization might leave adequate room for remuneration of agents without 
increasing the average commission. But the minimum charges, especially for 
small deals in gilt-edged and registered stocks, would probably need to be 
increased to allow for the great increase in costs since they were originally fixed. 
A 10s. commission for investing, say, {$0 in a Colonial Government stock is 
clearly inadequate to cover most administrative costs involved, even granting 
centralized bookkeeping, and without allowing for any split. On the other hand, 
there may be scope for reduction in commission on lower-priced shares, subject 
to suitable minima. What is needed above all is a simple percentage charge 
throughout, based on the sum involved, not, as at present, on the price—quite 
capricious—of the individual securities chosen ; the charge should have as few 
variations as possible except for very small or very large amounts. 


RisKS OF ANCILLARY BUSINESS 
Another possibility which has lately been discussed in the ‘‘ House”’ is the 
possibility of brokers entering more actively into business in non-quoted 
securities and even real estate. Historically this would merely be a reversion 
to a wider and more general type of investment and property trading after 4 
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century of progressive concentration upon the securities of corporations and 
public companies. Of course, such a widening of the spheres of activity would 
run directly counter to the trend towards a Charter and all that is associated 
with that idea. For one thing, those who now transact these other types of 
business depend primarily on advertising and circularization in their efforts 
to find willing buyers and sellers and bring them together. Here arises an 
issue of which little is heard but which hes at the root of almost every discussion 
of ‘‘ House”’ policy, past and present—the dichotomy of interest between firms 
with strongly entrenched positions, firms inevitably and rightly well repre- 
sented on the Council, and those which have no inhibitions about business- 
getting. 

Apart from such aspects, it must be accepted that the techniques of dealing 
in businesses or in the shares of private companies and also in real property 
are not easily or quickly acquired. Many are the pitfalls for the uninitiated 
and heavy are the penalties which might be risked by inexpert professionals 
holding themselves out as agents. That aspect emphasizes the great difference 
between dealing in quoted shares and in any other type of investment or pro- 
perty: buyers and sellers of the former know exactly what they are dealing 
in and know, too, the precise rules for settlement. Virtually all responsibility 
for questions of title, for example, is lifted entirely, by the carefully evolved 
rules and practice, from the broker, the market, and the seller and buyer. 
There does not seem to be any reason, as the rules stand at present, why 
brokers should not negotiate non-Stock Exchange deals, and many do; but 
large questions would arise if there were any general move on the part of 
stockbrokers to become more venturesome in such directions. 

In surveying what appear to be the main features in the present situation 
and prospect for the stock market, the question which repeatedly suggests 
itself is how far the Stock Exchange, in the organizational sense in which it is 
now understood, is the appropriate medium for channelling the savings of the 
small man into the pool of capital. For the present, however, and for many 
years to come, it would be academic to consider the issue in that form. The 
fragmentation of savings has not gone sufficiently far to raise that issue, and 
may never do so; there is a great legacy of existing stocks, many thousand 
millions, held by investors from the very smallest to the very largest, the 
service of whose legitimate and indispensable needs demands a public market. 
For all immediate and practical purposes, therefore, the major problem is to 
adapt the operation of the existing organization so as to maintain an efficient 
machine. It does, however, seem inevitable that, whatever line of constructive 
policy, or lack of it, may be followed, the numbers engaged in the stock- 
broking profession throughout the country are likely to fall over the long 
period. That result may be reached by the gradual breaking off of surplus 
parts of the organization and the amalgamation of others, or, on the other 
hand, as a result of methods which must be in effect aimed at economy of man- 
power. May it be said, too, that at a time such as this, when the need for major 
long-run adjustments is seen to confront a major public service—for it is in 
that guise that the Stock Exchange must be considered—the analysis of causes 
and the prescription of remedies must necessarily go through many stages of 
debate before informed opinion crystallizes and any set course is adopted. The 
pressing need is active consideration and wide discussion of what is a com- 
paratively newly recognized and certainly very complex problem. 














Are Jobbers Outmoded ? 
By Harold Wincott 


HE general influences which are changing the face of the Stock Exchange 
Tana which are discussed elsewhere in this series of articles affect the 

jobber materially but indirectly. The jobber is, in theory at least, the 
wholesaler in securities, out of direct touch with the investing public, who use 
the jobber’s services only through the retailing broker. Clearly, however, any 
material decline in the retail end of trade must recoil upon the wholesaler. On 
the other hand, it is often forgotten that the habits and customs of the whole- 
saler—-his ability and willingness to carry stocks and the cost of the services 
he provides—may well have a profound effect on the volume of the retail 
trade. It is for the latter reason that it is proposed to discuss here in some 
detail the rdle of the jobber in the modern Stock Exchange. For if the state 
of affairs just briefly summarized is suspiciously like a vicious circle, segments 
of the circle within the direct control of the House itself must come under the 
closest scrutiny. 

The literature of the City of London abounds in what Mr. Sam Goldwyn is 
alleged to have called “ old clichés’’. Some of them—for example, the “‘ benefits 
of geographical diversification in investment ’’—were ‘“ debunked”’ by events 
many years ago. Others have lingered on. Among the legends which refuse to 
die is that which asserts that the London Stock Exchange is a less volatile 
market than the New York Stock Exchange. London is less volatile than New 
York, the legend continues, because London possesses a jobbing system, which 
New York lacks. The behaviour of the share indices in the two centres over 
the last twenty years suggests, however, that what may have been true in the 
pre-Roosevelt, pre-S.E.C. days no longer holds good. The following table 
contrasts the major “ swings ”’ in the Dow Jones Average of 30 leading American 
industrial stocks and the Financial Times Industrial Ordinary share index 
based on the same number of leading British industrial shares since 1932. 


LONDON WALL STREET 

Absolute Percentage Absolute Percentage 

change change change change 
June I, 1932 41.6 July 8, 1932 41.2 
Dec. 31, 1936 124.6 + 83.0 + 199.5 Mar. 10, 1937 194.4 153.2 - 371.9 
Dec. 31, 1936 124.6 Mar. 10, 1937 194-4 
June 26,1940 49.4 —-— 75.2 - 60.4 April 28, 1942 92.9 — IOI.5 - 52.2 
June 26, 1940 49-4 April 28, 1942 92.9 
Jan. 17,1947 140.6 + 91.2 + 184.6 May 29,1946 212.5 119.6 128.7 
Jan. 17,1947 140.6 May 29, 1946 212.5 
Sept. 3,1947 *104.2 -— 36.4 —- 25.9 Oct. 24,1946 *161.9 - 50.6 23.8 


* Recent lowest. 


it will be noted that only in the first major cycle—the bull market of 1932-37 
~did Wall Street swing more violently than London, a phenomenon which 

may be explained simply by the much greater steepness of the preceding fall 

in that market. Thereafter, London, despite (or perhaps because of) the fact 

that since 1939 it has been operating in a closed economy, has swung more 

violently in each major movement than New York. 

It may, of course, be objected that the true test of the volatility of a market 
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must be the extent of its movements over short, not extended, periods. The 
difficulty here is to find comparable movements in the two markets; it is 
interesting to recall, for example, that Wall Street greeted the outbreak of 
war in 1939 with a rise, whereas London (more appropriately) fell back. It 
would seem, however, that even on short-term movements, memories are still 
influenced by those wild days of 1929—between Saturday, October 26, and 
Monday, October 28, of that year, the Dow average for industrials fell over 
38 points. For a study of short-term movements over the last ten years shows 
that a London market which can stage a fall of 22} per cent. in thirty-six 
working days (as it did at the time of the convertibility crisis in 1947) or one 
of 104 per cent. in six days (as it did after the general election in 1945) is at 
least as mercurial as Wall Street. 

The evidence of the last two decades thus hardly supports the legend that 
New York moves more violently than London because it lacks the buffer of a 
jobbing system. To those familiar with the recent tendencies in the jobbing 
mechanism of the London market it would indeed be surprising if it did. For 
the truth is that the character of that mechanism has changed almost beyond 
recognition. The primary reason for this change—the burden of taxation— 
lies beyond the control of the Stock Exchange authorities. As is well known, 
individuals comprising Stock Exchange partnerships suffer income tax and 
surtax according to the profits made by their firms. By contrast, losses, except 
within certain narrow limits, must in effect be paid from capital. The net 
result over the last ten years has been to make it virtually impossible for a 
jobbing partnership to accumulate capital. Indeed, as the elderly and more 
wealthy members of a firm have retired, taking some if not all of their capital 
with them—a process greatly accelerated by the delayed withdrawal of elderly 
members at the end of the recent war on the return of younger partners from 
the Services—so have the resources of many jobbing firms contracted. (The 
effort to secure a reform of the taxation system by the conversion of Stock 
Exchange partnerships into private unlimited liability companies has met 
with negligible success, for reasons into which it is not necessary to enter here.) 

The effect, of course, has been a considerable reduction, first in the ability 
of jobbers to “‘ run a book ” and, secondly, in their willingness to take risks. 
On neither score would any fair-minded person criticize the jobber. In other 
directions, too, events beyond the jobber’s control have conspired against him. 
The loss of Britain’s overseas investments during and after the war has received 
much publicity. From the viewpoint of the external balance of payments, of 
course, the loss has been a real one. But so far as the Stock Exchange is con- 
cerned, the net result has in the main been merely to exchange one form of 
paper for another. Indeed, over the last ten years, despite the loss of these 
overseas investments, there has been a considerable increase in the market 
value of the securities quoted on the London Stock Exchange, resulting, of 
course, from the fall in the value of money, the considerable increase in the 
volume of Government loans, and the constant stream of new issues in the 
post-war years. In 1939 the market valuation of all securities quoted in the 
then Official and Supplementary Lists was £18,507 millions. In 1948 (by 
which time the Official and Supplementary Lists had been amalgamated) the 
market valuation of quoted securities had risen to £26,573 millions. It is true 
that, cloaked by the vast increase in the total, the market value of non-gilt- 
edged issues has risen only from {£10,371 millions to £10,939 millions, a fact 
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which raises large problems for the brokers. But this big increase in the mone- 
tary value of the jobbers’ total stock in trade—and however the increase 
arises, it is solely against the monetary value that the jobber measures his 
capital—has come about at a time when, as we have seen, the jobbers’ 
resources have been falling. In other words, curtailed working capital has 
had to be employed in a vastly inflated business. So far as new issues are 
concerned, moreover, the recent flood = conversions of ‘“‘small”’ private 


businesses (with a capital of, say, £100,000 0,000) into public concerns has 
landed the i bber with securities in which real public interest is ephemeral 
but in all of which jobbing capital is to some extent locked up. 

the 


Faced with these very considerable difficulties, the remarkable thing is not 
that the London jobbing market is but a shadow of its former self, or that 
prices to-day move much more abruptly than they ‘id twenty years ago; it 
is surely that the jobbing mechanism continues to function at all, particularly 
since it now lacks the cushion of the pre-war speculative machine. At the 
same time, it must be recorded that in an — to protect himself against 
adverse factors beyond his control, the jobber ha s sometimes made matters 
worse—if the efficiency of the market be taken as a yardstick. The answer of 
the jobber to these changes has sometimes been the classic answer of the 
capitalist interest to a contracting market—combination in an effort to reduce 
or shut out competition and thus permit an increase in profit (in this case, 
the jobber’s turn). In certain sections of the London market, particularly 
during the war, competition between jobbers virtually disappeared, owing 
primarily to the system under which firms, nominé uliy inde pendent of each 
other, run a “‘joint book”. The advocates of the ‘“‘ joint book” make the usual 
pleas of “ orderly marketing’ and the undue, ultimate cost of uneconomic 
competition in its defence. But from the angle of market efficiency, measured 
in terms of the cost to the investor, there can be little doubt that such arrange- 
ments are generally undesirable. The removal through the Government's 
nationalization schemes of important blocks of private enterprise securities 
has forced the ‘“ displaced persons ”’ of the Stock Exchange jobbing fraternity 
to seek fresh woods and pastures new. Is it altogether without significance 
that these ‘‘ D.P.s”’, with their intimate knowledge of ‘‘ House” conditions, have 
lately migrated to markets where the “ joint book” had been common form? 
This brief survey of the difficulties under which the jobbing market has 
been labouring in recent years inevitably raises the question of the cost these 
difficulties have levied on the investment community. The only cost involved 
in the jobbing system is, of course, the jobber’s turn. The size of this turn is 
invariably the subject of acrimonious controversy. The jobber, indeed, will 
— not without reason, that the term “ jobhe r’s turn ’”’ is used much too 
loosely. The public is apt to confuse the jobber’s price with his turn. Theres 
nothing automatic or guaranteed about the jobber’s turn; some jobbing 
transactions in fact will ; not yield one. What is automatic ts the jobber’s price 
—the double price which he is willing to quote and inside which he may well be 
willing to deal. No statistics exist to show whether in fact the average jobber’ 
turn (in the real sense of the phrase) has increased over, say, the last twenty 
years. But it can be taken for granted that the tendency is for the jobber’s 
turn to increase as speculative activity slackens ; the jobber’s motto is, o 
should be, ‘‘ Small profits, quick returns’’. And it can certainly be demon 
strated that among the total expenses of an investment transaction, the 
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jobber’s turn at best bulks large and can at worst bulk unconscionably large. 
On a relatively small group of highly marketable shares, the turn may be as 
low as I4d. on a share standing around 20s., i.e. around gths of 1 per cent. 
But a turn of twice as much is much more common and in quite a number of 
instances, notably in low-priced shares which are not the best of markets, turns 
of between § and 16 per cent. may be encountered. It is probably not an unfair 
generalization to say that outside the gilt-edged market and the freely market- 
able industrial leaders, the jobber’s turn is the heaviest element in investment 
costs. 

It should, however, be appreciated that provided a state of perfect com- 
petition exists, there is little point in grousing at the jobber about the extent 
of his turn. Even where this may appear inordinate, it would in such conditions 
reflect the economic “rate for the job’, gtven the existing mechanism of the 
market, The proviso, however, is all important. At the one extreme, it may be 
argued that if the existing mechanism cannot in a state of perfect competition 
operate more cheaply than it does at present, the machine should be scrapped 
and the jobber abolished in favour of, perhaps, the United States system of 
specialists who merely match buying and selling orders at the point at which 
ideas of ‘‘ the right price ’’ coincide. A less extreme view would advocate an 
examination of the existing mechanism with the object of finding means for 
its improvement ; whatever the comparative experience of the London and 
New York markets of the last twenty years may have been, there seems little 
doubt that the jobbing system is intrinsically a valuable one. 

There would appear to be two main approaches to this question of improving 
the efficiency of the jobbing machine. The first would attempt to correct the 
ravages of the modern taxation system already mentioned by permitting the 
jobber to use permanent “ outside’”’ capital in somewhat the same fashion 
that syndicates at Lloyd’s employ outside funds. The underlying argument 
for outside capital is simply that jobbers to-day cannot afford to run “ books ” 
of a size commensurate with the increase in the monetary value of the stock- 
in-trade of the House as a whole or of a size sufficient to enable them to operate 
efficiently. Advocates of the use of such capital foresee no difficulty in securing 
it from the institutional investors who are not only keenly interested in finding 
outlets for their funds but have a vital interest in the efficiency of the Stock 
Exchange machine. The fixed service of the outside capital would rank as a 
prior charge on the firm’s profits (and, as such, would presumably be a charge 
for tax purposes) ; the working partners would receive a fixed management 
remuneration ; the residue would then be divisible in agreed proportions 
between the working and the “ sleeping partners ”’. Since the keenest advocates 
of such a change include some of the most forward-looking jobbing elements in 
the House, it seems a pity that the Council cannot find time to institute a 
thorough-going investigation into the merits and demerits of the proposal. 
The rules as at present constituted preclude the use of outside capital, except, 
of course, of a temporary character from the banks. Doubtless there were good 
reasons for this attitude in the past. But do they still hold good in the light of 
to-day’s conditions ? 

The second approach to the improvement of the efficiency of the jobbing 
machine amounts, paradoxically enough, to a half-way house to scrapping the 
machine entirely. Reference has already been made in this article to the flood 
of conversions of small private businesses into public concerns which has 
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involved the jobber in securities in which public interest is transient but in 
which nevertheless jobbing capital may be “ 
been made to the relatively inordinate size of the jobber’s turn on securities— 
not necessarily recent issues—in which dealings are few and far between. In 
such securities, it can be argued—and with real justification—the dealer ceases 
to be a jobber and becomes a negotiator. As such, of course, he no longer runs 
any real jobbing risk, and in logic therefore he is entitled merely to a nego- 
tiator’s, and not a jobber’s, remuneration. Yet in practice he may not only 
secure a jobber’s remuneration, but one which is several times greater than 
that which he enjoys when he really is jobbing. (In parenthesis, it should be 
stated here that where a jobber really jobs in an out-of-the-way stock, there 
can be no complaint if his “turn” increases; he is running a greater risk, 
which entitles him to a greater reward.) 

In this, as in so many of to-day’s controversies, there is a tendency to 
regard the problem as peculiar to this day and age. But in fact, plus ca change, 
plus c'est la méme chose. “It is obvious,’’ said the report of the Royal Com- 
mission set up to investigate the London Stock Exchange in 1877, “ that this 
system of a dealer ‘ making a price ’ cannot satisfactorily be applied to securities 
the quantity of which is limited and in which there is little buying or selling 
constantly going forward. There are many such securities quoted in the 
official list of the London Stock Exchange. ... By far the greater number of 
such securities (those officially quoted) are of the ‘ non-current’ class. The 
dealer cannot ‘ make a price ’, that is, bind himseif either to buy or sell, at the 
broker’s option, at a given price, in many of those non-current securities, 
because he has no certainty of being able to balance his transactions, and im 
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practice, however, is even in these cases, for the broker very generally, to make 
his bargain with a dealer, to whom he communicates whether he wants to 
buy or sell and the price which his client is willing to give or take, and the 
dealer then acts as a sort of middleman between the broker in question and 
some other broker who has a transaction of the opposite kind to carry out. 
The evil of such a practice is that the middleman becomes practically a buyer a 
a price much lower than that which he knows beforehand he can get from somebody 
else, or a seller at a much higher price than that at which he know's the security can 
be obtained. 

“A very valuable suggestion has been made to us to meet this evil, to the 
adoption of which we can see no possible objection. It is this—that a book 
or register should be kept on the Stock Exchange, in which brokers should be 
invited to enter from time to time the names and quantities of any securities 
of the character we have been considering which they may have instructions 
to buy or sell, with or without a price at which they are willing to deal.... 
In whatever form such a scheme be carried out, it cannot fail, we think, to 
possess the great advantage of bringing the buyers’ or sellers’ brokers into 
immediate contact, and by the exclusion of the middleman, for whose services 
there 1s no need, of saving to the parties the profits sometimes unreasonably 
large which he secures for himself”. (The italics are the author’s, not those of 
the Royal Commission.) 

Since the diagnosis has a freshness which belies its three-score years and 
ten, may we not also conclude that the cure advocated in 1878 would be worth 
a trial in 1949? Perhaps, too, a financiai journalist may be permitted to 
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suggest an embe ‘lishment- —that periodical publication of the contents of the 
“book or register ’’ in the Press which devotes itself to investment matters 
would greatly facilitate “‘ bringing the buyers’ and sellers’ brokers into imme- 
diate contact,” just as the daily publication in The Financial Times of 
“ Business Done ”’ is now an indispensable part of Stock Exchange “ public 
relations ’’. 

To sum up, it would seem that the advantages inherent in an efficient 
jobbing system make a retention of that system well worth while. But if the 
jobbing system is to survive, and if that system is to operate with the maximum 
efficiency, then the Council must (a) see that competition is allowed to fulfil 
its due cathartic effects; (0) examine the possibility and desirability of 
introducing outside capital into the system ; and (c) devise a means whereby 
the jobber is paid only when he is jobbing. The net result might well be fewer 
jobbers, but a more efficient jobbing machine. If we go on as we are at present, 
there will equally be fewer jobbers, but a less efficient jobbing machine. 


The Banks and the Stock Exchange 
By David Sachs 


HE relationship between the banks and the Stock Exchange has been 
T tes in the news lately. It should be said at once, therefore, that the 

title of this article does not mean that it is intended to revive the points 
at issue in the recent unfortunate dispute about commission sharing. With 
that dispute this article is only incidentally concerned ; its purpose is rather 
to examine the relationships between the Stock Exchange and the banking 
system and to discuss how the work of the one makes demands upon or renders 
a service to the other. 

The most familiar relationship is, of course, that arising from the function 
of banks in providing a channel through which investment business is directed 
to the Stock Exchange. Here a distinction must be drawn between different 
categories of banks—on the one hand, the private banks, amongst which the 
so-called merchant banks are particularly important; and, on the other 
hand, the clearing or joint stock banks, whose network of branches covers the 
whole kingdom and deals with the public at large. 

It is probably not an unfair generalization to say that the private banks 
usually exercise a much more positive influence on the investment activity 
which they canalize towards the Stock Exchange than the joint stock banks do. 
The private banks normally regard themselves as experts in their own right in 
matters of investment. They control substantial funds of their own, and they 
are often charged with the management of large portfolios, either of institutional 
investors such as investment trusts or of w ealthy individuals—investments of 
this second category frequently being segregated in a private investment 
trust. These private banks, so far as their investment activities are concerned, 
use the machinery of the Stock Exchange almost exclusively in a mechanical 
sense, i.e. as a market in which securities are bought and sold. They do not, 
generally speaking, rely upon stockbrokers for expert advice and guidance on 
investment matters. In this respect they differ fundamentally from the joint 
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stock banks. The attitude of these institutions towards their investing 
customers was authoritatively described in the memorandum ot the Committee 
of London Clearing Bankers presented to the Cohen Committee on Company 
Law Amendment: “ It is no part of the duty of a clearing bank to advise on 
investments, and banks cannot undertake to give, or to take responsibility 
for, any recommendations of investments, whether by way of new issues or 
otherwise ’’. Amplifying this view, Sir Charles Lidbury, then the chief general 
manager as well as a director of the Westminster Bank, stated in evidence 
before that Committee: ‘“‘A typical extract from a clearing bank’s book of 
instructions says: ‘ Managers and other officers of the bank must not make 
recommendations concerning investments, quoted or unquoted, nor express 
any views about their purchase or sale’’’. And he added: “ It is the rule 
in every bank. We just dare not begin to recommend ”’. 

Yet, as is well known, a very substantial volume of investment business 
finds its way to the Stock Exchange through the intermediary of the banks, 
What attitude, then, do the banks adopt towards the customers who instruct 
them to buy and sell securities ? Consider two types of customer. The first 
presents no real problems : he does not ask the bank for any investment advice, 
but merely uses it as his agent to transmit orders to a broker selected by him- 
self or by the bank. He may not know, and perhaps even does not care, which 
firm of brokers the bank selects. All that he desires is to buy and sell certain 
securities about which he has already made up his mind. The bank’s function 
here is purely mechanical. 

A second class of customer—and a very numerous one—may desire advice 
on his investments from his local bank manager, who is often the only person 
among his acquaintances with any knowledge of finance. The bank manager 
can proceed in two ways, always remembering that he is under orders not to 
volunteer advice on his own initiative. He may forward the enquiry to one 
of a number of stockbroking firms attached, as it were, to his particular branch; 
or he can forward the question to the Stock Exchange branch of his bank in 
London. The Stock Exchange branch, with its much greater knowledge of 
the interests and contacts of individual firms of stockbrokers, will submit the 
problem to the firm it considers most suitable. In this way the bank is some- 
times able to perform a valuable service in ensuring that its customer receives 
expert advice on his particular investment problem. It might also be added 
that the banks—and this is particularly true of their London Stock Exchange 
branches—may sometimes feel dissatisfied with the advice tendered by stock- 
broking firm A, and in that event, in the interests of their customer, may ask 
advice of stockbroking firm B. 

One of the major points at issue between the Council of the Stock Exchange 
and those members of the “‘ House”’ who so strongly opposed the Council's pro- 
posal (adopted as tentative rules which the Council rescinded in January) to 
terminate the 25 per cent. rebate of commissions to certain agents (solicitors, 
accountants, the Public Trustee, and the trustee departments of bank and 
insurance companies) was whether the investment business which did come to 
the Stock Exchange through these channels would have come in any cae 
without the intervention, active or passive, of these various agents. Although 
the division of opinion on this subject is very great, there seems to be wide 
agreement that the joint stock banks, through their branches, do in fact bring4 
large volume of business to the “ House.” Buta distinction is drawn—especially 
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by those who are anxious to circumscribe the range of agency, i.e. of agents 
who share in the commission—between two categories of such business. There 
is, on the one hand, business resulting from the formation or administration 
of a trust in which those responsible are, in general, under a legal obligation 
to do something with the trust’s assets, e.g. to reinvest the proceeds of a stock 
that has been redeemed, or realize part or all of an estate for the purpose of 
division among the beneficiarie s. On the other hand, there is, what may be 
called, “‘ optional ”’ business, such as results, for example, when a member of 
the public has some money saved or inherited and asks his bank manager what 
he should do about getting more from it by way of income than the very low 
rate of interest the bank is able to pay on deposits; a comparable situation 
arises when the question is whether investments should be exchanged. It 
is within the experience of many, if not most, stockbroking firms that a branch 
bank manager who is active in obtaining investment advice for his customers 
and who is investment-minded can stimulate a considerable amount of Stock 
Exchange business, and this without exceeding his instructions not to offer 
advice on his own. 

As their remuneration for introducing such business—indeed, any business 
—the joint stock banks, as distinct from their trustee departments, formerly 
received one-half of the brokerage ; but in 1941 their share was reduced to 
one-third. The abortive plan to withdraw the smaller rebate granted to other 
agents would not, of course, have disturbed this arrangement ; and, so far 
as is known, the question of any change affecting the banks as such has never 
arisen as a serious issue in London. The extent of the opposition to the recent 
plan i is a sufficient indication of what the reaction of majority opinion in the 

“ House ’’ would be to any such sweeping proposals—even if the banks had 
not plainly shown their hand in the matter of bank charges. This question, 
however, is best discussed after other aspects of the relationships have been 
examined. Its importance in the present context is simply that it affords a 
clue to the significance which many brokers attach to the réle of the banks 
as introducers of business. 

There are also certain other advantages to brokers in business emanating 
from a bank. Although the bank acts generally as the agent of its customer, and 
therefore, in law, is under no responsibility to ensure that the purchase moneys 
or the securities are duly forthcoming on settlement day*, the broker recognizes 
that he may depend upon the bank’s seeing that its customer will honour 
the contract whether for the payment for securities bought or for the delivery 
of securities sold. Stock Exchange business emanating from the banks is, in 
practice, free from risk for the broker. On the other hand, if an investor 
instructs a broker direct, the broker has to stand the racket if the investor fails 
to honour his contract. There are also certain mechanical advantages in tran- 
sacting bank business, such as the bank’s assumption of the troublesome work 
of seeing that transfers are properly executed by their customers before being 
returned to the broker. 

It must not, however, be imagined that the broker plays a passive réle 


in his relation to the banks and their customers. Brokers are constantly 
AE els aa ae 
*This is the position where the bank in transmitting the order specifies it is acting for a dis- 
closed Principal. If the principal is not disclosed, the broker would have the right to proceed 
against either party in the event of default. 








188 es 721 BANKER 


called upon not merely to furnish investment advice—perhaps without any 
business resulting at all—to the customers of the banks to which they happen 


to be attached, but, in addition, they frequently undertake the pricing and | 


valuation of investment portfolios for probate or as part of a system of regular 
reviews of investments. This is work of a much more exacting nature than is 
commonly supposed, especially where estimated annual income statements 
are also prepared. The remuneration of clerical staff capable of performing 
these duties adds considerably to the expense of running a stockbroker’s office 
but, except in the case of valuations for probate, no charge is made. 

The second main relationship between the Stock Exchange and the banks 
arises from the mechanical and clerical services provided by the banks t 
facilitate the smooth functioning of the business of buying and selling securities, 
Here the work of the banks may be regarded as falling under two heads, that 
of paying or receiving money and that of delivering or receiving securities 
It may be noted that many such operations by the banks, unlike their “ agency’ 
functions, are performed for the benefit of persons who are not their customers. 
The payment and receipt of money resulting from security dealings is, indeed 
part and parcel of the general financial facilities of a similar nature which the 
banking system provides for the conduct of the country’s business. There is 
no need to dwell on this aspect of the banking system's services, indispensable 
though they are ; but it is worth noting that in all important centres, especially 
London, Stock E xchange business is responsible for a considerable proportion 
of the cheques passing through the clearing. 

The delivery and receipt of securities imposes much more arduous duties 
on the banks, notably since the advent of exchange control. The formalities 
required by this control need not be detailed here, but the extent of the adminis 
trative burden placed upon the banks may be gauged by reflecting that n 
Stock Exchange bargain can be concluded without the completion of one or 
more formal declarations as to the nature of the interest passing (i.e. whether 
it is a sterling area resident or non-resident). The task of ensuring that these 
declarations are correctly made devolves largely upon the banks—at least so 
far as business originating through them is concerned—and is one that can be 
performed only by intelligent, experienced, and therefore fairly highly-paid 
staff. For these services the banks make no charge to customers who are 
resident in the United Kingdom. The one exception to this rule is the small 
charge levied where the bank receives instructions to deliver securities to 2 
third party against payment. 

Another important facility must here be mentioned; that of the employ- 
ment of bank nominee companies for the purpose of the registration of owner- 
ship of securities. Many investors, both individuals and institutions, make 
extensive use of bank nominee companies. Without venturing upon the vexed 
question of the use of nominees for the purpose of concealing the beneficial 
ownership of securities, it can be said without fear of dissent that the nominee 
system is of great advantage in promoting the speedy and efficient dispatch o! 
Stock Exchange business. The following table, included in the Clearing 
Bankers’ Memorandum to the Cohen enquiry, analyses the 72,456 nominee 
holdings of one of the London clearing banks. It illustrates very strikingly the 
various ways in which the system of nominee holdings facilitates the conduct 
of Stock Exchange business : 
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Category Total Per cent 
1. Residents outside the U.K. a rer ne , wo Rate 18.4 
a. Stock Exchange jobbers and brokers . ‘Y , “3 6,224 8.6 
3. Insurance and trust —— 2,798 3-9 
4. Security . - 8,085 ci.% 
5. (a) Facilitation o! Ste ck E x« hang e purchases and : *S f sale 8 | 
ie] 4 
(pb) Conveniences due to absence abroad ‘ 3°9 
¢. As executors and trustees under wills and settlements ‘ 35-795 49.3 
>. Unidentifiable purposes which embrace concealment es 437 0.6 
72,450 100.0 


fhe descriptions of the categories in the above table speak for themselves. 


The nominee system also reduces the necessity for sending and returning a vast 
mass of transfers, through the mails, thus minimizing the possibility of loss 
and consequent delay, and ensuring the more prompt fulfilment of the legal 


formalities in the purchase and sale of securities. 

The same Memorandum also gave a valuable indication of the scale of 
Stock Exchange business resulting from the nominee holdings of banks ; 
in a period of normal Stock Exchange activity, the movement is certainly 
very large. The following figures, taken from the Memorandum, relate to the 
work in 1938 of three of the nominee companies of the same clearing bank 
referred to above : 

Number of transfers 


sparate holdings sealed during the 
ut end of year year 
No, 1 Company 5 ; ua 13,315 57,543 
No. 2 Company aye . 4,757 38,023 
No, 3 Company 15 ns ‘ an 14,599 sate 
37.974 137,215 


It is fair to add that the services of these nominee companies, involving much 
clerical labour, are provided by the banks without charge to those making use 
ot them. 

Tie third main relationship of the banks to the Stock Exchange consists 
in their provision of financial facilities for members of the ‘‘ House.”’ Before the 
war, of course, these facilities were much more important than they are to-day. 
The primary cause of the decline is the disappearance since 1939 of the carry- 
ver arrangements on the Stock Exchange, and, accordingly, of the need to 
provide the finance which these arrangements required. A second cause is the 
official request to the banks not to lend money to finance the speculative pur- 
chase of Stock Exchange securities—or, for that matter, for any overt specula- 
tion. These factors reduce to relatively small proportions, except on special 
occasions, the recourse by stockbrokers to bank finance, whether for themselves 
or for account of clients. Occasions have, however, arisen, and still do arise, 
when the authorities permit brokers to borrow from the banks. An important 
instance of such financing arose from the delay in the early part of 1948 in 
the certification of transfers of stock in the old railway companies. Investors 
who had realized their railway holdings and bought other securities found 
themselves unable for a time to make good delivery “of the securities sold, and 
were therefore unable to obtain the cash to pay for the securities they had 
purchased. Bank finance bridged the gap. 
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Bank credit is regularly available for brokers who have to meet commit- 
ments to the market for securities bought by their clients who may not have 
put them in funds in time. If, as may well happen, the broker’s own capital 
is at the time otherwise locked up, then it is usual to take advantage for a 
brief period of the established line of credit which firms have with the clearing 
banks for precisely this purpose. In relation to the amounts involved before 
the war in connexion with the carry-over, the volume of credit utilized on 
such occasions is quite small. Stock jobbers, whose function it is to run a 
book, are not subject to any official restraint in borrowing from the banks, since 
such borrowing is ‘“‘ in the ordinary course of business ’’. Indeed, it may have 
tended to increase, owing to the de pletion of Jobbers.capita! 

The rates of interest charged to brokers and jobbers on their borrowings 
from the banks vary according to the nature of the collateral and the duration 
of the loan. But, in general, these rates are substantially lower—sometimes as 
much as 1} per cent. lower—than those usually charged by the banks on ordi- 
nary commercial overdrafts. Some of the business, notably that against gilt- 
edged securities, resembles the finance to the discount market rather than 
ordinary advances business, and the transactions are, indeed, normally grouped 
with “call money’. The relatively low rates at which this business is done 
are not, therefore, as is widely supposed, directly linked with the fact that the 
banks receive a share in the commission on orders transmitted through them 
to the Stock Exchange. Broadly speaking, there seems little doubt that these 
financing operations are, on their own merits, “ good ’’ business for the banks. 
On the other hand, as emerged very clearly during the recent controversy, 
the commission sharing arrangements are very relevant to the question of 
charges made by the banks to the stock market firms for the general conduct 
of their accounts. The clearing banks are all agreed that the volume of detailed 
work in managing such accounts and handling securities, and the fact that 
some of it occurs in spasms of high pressure working, are not fully remunerated 
by the specific charges which are made. But, in assessing charges—in this as 
in other cases—the banks look not only to the net worth of the account a: 
such, but also to the advantages or business which it may bring them indirectly 
Hence, the low rates at which these accounts are conducted reflect the fact 
that they are part of the whole system by which the banks earn a commission 
rebate. 

Naturally, it is impossible for any outside observer, and even for the Stock 
Exchange, to assess whether the balance has been fairly maintained. But 
there is no doubt where the banks stand in this matter ; and their attitude m 
the recent discussions ought to be recorded here. They considered that the 
withdrawal of rebates on business transmitted through the Trustee Depart- 
ments (rebates for business through the banks as such were not in question 
should be compensated by an increase in the charges for banking services to 
Stock Exchange members—including, in this case, the charges for financial 
facilities. The compromise proposal, later rejected, that rebate of commission 
might continue to be allowed in those cases in which the Trustee Departments 
could not themselves impose a charge upon the individual trusts for the work 
involved was, it seems, based upon a misconception. In the majority of cases 
the banks have power to make such charges ; the real problem was whether 
it would have been practicable to do so to customers who, by long standing 
arrangements, had never been asked to make such a payment. 
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The Role of Speculation 
By A. G. Ellinger 


UBLIC opinion about speculation is neither uniform nor consistent. 1t 
Praries from place to place and from time to time. It is often so ill-formed 

that many people will be found each to hold conflicting views about 
different aspects. Despite the resultant uncertainty about what public opinion 
on this matter really is, there has plainly been a marked change of attitude 
over the past quarter of a century—between, say, 1922, four years after the 
first German War, and 1949, four years after the second. In 1922 the Stock 
Exchange had regained its old speculative freedoms; the wheat and cotton 
markets in Liverpool and the terminal markets of the City of London were all 
working ; there was very free dealing in a large number of currencies for 
forward settlement. In 1949 there are no a in Liverpool and only a 
few in the City ; the Metal Exchange, for example, remains closed. There is 
no dealing in forward exchange for speculative purposes; and the Stock 
Exchange has reverted from ‘Cash’ to the Fortnightly Account without 
the restoration of the Contango or of Options. 

Behind this contrast lie three different kinds of public opinion. The first 
we may call ‘‘ political’’. It ranges from crude ideas that speculation is an 
activity in which ‘‘ they ’’—the capitalists, the rich, the bosses—indulge, but 
which is denied to the working man ; for that reason it is held to be ‘ undemo- 
cratic ’’ or unsuitable for a Socialist state. This attitude includes the notion 
that changes of price are produced by capitalists for their own profit and 
that the elimination of speculation can eliminate the changes of price. Such 
views merge into the second kind, which we may call “ ethical ’’, with the 
arguments that a few speculators ought not to be able, by their operations 
on the Stock Exchange, to change the value of a great undertaking such as 
Imperial Chemical Industries, and that speculators ought not to be able to 
make money by changing the price of the people’s s food. on the wheat market 
or the people’s clothes on the cotton market. The ethical objections include 
a feeling that gambling of any kind is wrong—without any distinction between 
gambling and speculation. In deference to this widespread belief, millions 
describe the weekly remittance with their pools coupon as an investment 
and, certainly, the pool promoters encourage them so to regard it. 

Finally, there are objections of varying validity on economic grounds. 
there is a sincere body of belief in the virtues of bulk buying, an argument not 
applicable to the Stock Exchange ; there is also a belief that the ‘fesberation 
of speculation would divert the use of credit from productive to non-productive 
activities. More logically, it was being urged not long ago that speculation 
led to inflation by the creation of capital profits that were spent as income. 
This contention carried some weight into the early months of 1947, but has 
not seemed applicable since then. 

These ill-assorted arguments seem to be composed of a great deal of blind 
prejudice and a very small grain of economic sense. But, odd though they 
are, they largely explain the changes which have occurred in the facilities for 
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peculation, and they are part of the social and political background against 
which any proposals for extension of those facilities would have to be viewed. 
(et us turn from them to a study of the system that ruled in the Stock Exchange 
efore the war and of the market’s needs in the different conditions of to-day. 

Between the wars there were three main facilities for speculation, excluding 
ne Fortnightly Settlement which has already been restored. They are so 

unfamiliar to the post-war generation that the mechanics deserve brief descrip- 
tion. First was the bank advance or broker’s loan on margin. A client who 
ancied that a certain share would rise would arrange, either with his bank or 
is broker, to purchase more shares than he could pay for ; he would pay part 
the cost, depositing the shares bought, and perhaps other stocks, to secure 
is borrowings for the remainder. This was a facility open to anyone whose 
credit with his banker or broker was good enough—even though some bankers 
would have felt bound to refuse such loans if the purpose was too crudely 
sclosed to them. 
The second facility was the ‘ contango”’ or carry-over. This was an 
trangement made, through the mechanism of the market, to match up buyers 
ho d lid not want to pay for their purchases with sellers who did not wish to 
leliver their sales. A contango was either a sale for one settlement and a 
purchase for its successor, or the reverse ; but it did not attract commission, 
nly the “rate ’’ (x per cent. per annum for 14 days) paid by the buyer (or 
ver) to the seller (or taker). In certain strained conditions this might be 
versed, with the taker paying a backwardation and the giver receiving. In 
practice, a large proportion of all contango deals were between members of 
the market and other professionals primarily for the purpose of keeping their 
‘ books ’’ level from one Stock Exchange account to another, thus avoiding 
innecessary transfers of stock and the consequential financing. 

The volume of such business was said to have declined considerably since 
its hey-day in the nineties. This is probably true; not because contango 
was a rich man’s hobby, the Edwardian upper-class equivalent of the pools, 
but because it flourished in markets the importance of which later declined. 
Chere is a Stock Exchange rule of long standing that only a principal can 
carry-over. Contango depended to a large extent on rich speculators who 


carried large position : pare e and receiving differences on fortnightly settle- 
ments. its bs emsabas e grew Vv ith the raising of Stamp Duty from § to I pet 
cent., because stock carried over was not transferred, so no Stamp Duty 


so far we have treated contango from the viewpoint of the bull, the private 
client who wanted to buy stock without paying for it. Who sold him the stock 
without wishing to deliver it? That question has three answers. First, and 
probably rarest, was the operator, a client or member of the Stock Exchange, 
who took the opposite view and expected the share in question to go down 
instead bar up. Second, a very important group, were the “ shops’”’. Any 
‘ompany or syndicate that habitually dealt in a specitic share, ran positions 
In it, an é was associated with the management of the company in question, 
was described as a “ shop”; and the most important of these were the Rand 
mining houses. These all managed strings of mines and dealt in the shares; 
they have by now built up over two or three generations a technique of dealing 
ind they re ly on sharedealing as a substantial source of profit. Normally, they 
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take up and pay for any stock they buy ; but they usually are willing to take 
n any stock they sell, “ple ased to earn a rate on it for a time, and hope for 


an opportunity to repurchase it at a favourable opportunity. There were 


shops of all sizes, some closely, some distantly connected with the shares in 
which they oper ited ; but they were found most often in mining, oil and 
plantation industries and were a rare and irregular feature of the industrial 
market. As the industrial market expanded to its present predominant 
position, the comparative importance of the shops as a market factor waned. 
_ The third type of seller who was regularly prepared to take in the shares 


he sold was the “ arbitrage ’. This consisted of members or of investment 
bankers who maintained a close association (brokers, for example, usually 
operated on joint account) with an “ opposite number ” in another financial 


centre—New York, Paris, Johannesburg, and so on. These associations made 
profits by taking advantage of the different prices quoted in different centres 
for the securities that were marketable in both. The principal arbitrage market 
was the American market ; and its dealings in Canadian and American stocks, 
which are transferable by endorsement and circulated in this country in the 
form of certific ites registered in the name of a banker or broker and endorsed 
by him, produced little contango business. At times, however, there were 
large dealings in Industrial Stocks, especially the Gramophone shares and 
their successor, Electric and Musical Industries. If New York was a seller of 
these, the arbitrage would take in the stock, so long as there was any hope of 
versing the position and reselling in New York. To make this clear, it needs 
to be explained that the active London stocks circulated in New York in the 
form of American Deposit Receipts; transfer from London to New York 
therefore involved payment of transfer stamp duty and company’s registra- 
tion fee for registration of the shares in the name of the American Depositary, 
and his fee of 12} cents or more per share. Thus a share could be profitably 
bought in New York at $42 and sold in London at 20s. ; if it was delivered 
and all the expenses had to be paid anew, a share purchased in London at 
20s. would oa had to be sold in New York at $5}. If it had not been delivered 
jut was still held in New York against a contango in London it could be pro- 
itably sold at $5. This operation was known as “ turning the position ’’ and 
was far more important in Paris arbitrage. Paris dealt in oil and mining shares, 
sometimes in the whole issue, sometimes only in stated numbers. To be good 
delivery in Paris shares had to take the form of warrants to bearer of 25 shares 
25 warrants of one share each, two warrants of 10 each plus one of five, a single 
warrant of 25 and so on were all equally good delivery) and to bear the French 
stamp. London dealt mainly in Registered shares. Each Stock Exchange 
abroad presented its own arbitrage problems ; but there was one common 
feature. If London bid for stock that was quoted in a foreign centre, the stock 
lowed through the arbitrage to London ; if the foreign centre bid, the stock 
flowed through the arbitrage from L ondon. When the foreigners were sellers, 
the arbitrage in London were “ takers” in the contango market. This meant 
that there were often takers of oil and mining stocks. If speculators bid for 
stock in London, it was liable to come from abroad and thus the speculation 
created, for a short time at any rate, the facilities for financing itself and for 
avoiding the payment of stamp duty. 
The third facility was the Option. The speculator, believing that a certain 
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share would go up or down, but wishing to limit his loss if he happened to be 
vrong, would give Option Money, say, 2s. 6d. for the Call of Courtaulds at 
0s. This would give him the right, for six accounts, to buy the share at 30s. 
Alternatively, he could give Option Money for the Put, or right to sell the share 
at the striking price. The combined transaction was the Double Option, 5s. 
for the Put or Call; this was one of the devices, combined with the contango, 
by which the Option Dealer hedged his risk with the market or other operators, 

* 

So much for the pre-war system. How far should the rather confused trends 
of public opinion permit, on technical grounds, a return towards the pre-war 
arrangements ? To answer this, we must first enquire what the present scope 
for speculation could be. First, we must consider the “ counters "’, the things 
in which the market deals. These are the stocks and shares of about 5,000 com- 
panies. A very small number of concerns whose market capitalization runs 
into nine figures covers 10 per cent. of the total market capitalization. The 
substantial number of eight-figure concerns accounts for about 40 per cent. 
Another 40 per cent. is taken by the much larger number of seven-figure 
concerns. The remainder, a very large number of companies indeed, which 
have six-figure capitalization or less, covers only 10 per cent. of the total. 
The first 10 per cent. forms a field in which speculative activity is easy to 
organize. The next 40 per cent. offers a field little inferior. The third section, 
the seven-figure concerns, has fewer shares in which there is a real permanent 
activity ; the final 10 per cent. (probably half the names in the industrial list) 
will contain barely a single company whose shares enjoy a permanently 
active market. 

Next we must consider the “ players "’ who deal in these counters. There 
are, we know, about 120,000 rich enough to fall within the scope of the Special 
Contribution ; these number about one-tenth of the total number of share 
investors. They are, by their wealth, but not necessarily by skill or inclination, 
suited to be speculative operators; but the remaining nine-tenths would 
probably do well to avoid a career of speculation. Next we must consider the 
institutions—the Investment Trusts, which have been in the market for sixty 
years and have never speculated ; the Insurance companies, which have come 
into the market since 1914 and are now the largest investors ; the very small 
number of Financial Trusts; and the various companies which make their 
own use of the Stock Exchange, from time to time, as a means of employing 
their resources. This is, on the whole, a non-speculative investing public. 
rhe biggest investors are not speculative ; and the bulk of the investors are 
not speculative. The speculative field is occupied by a number of professionals, 
inside and close to the Stock Exchanges, and by a larger number of less active 
semi-professionals rather further away. 

It seems clear, therefore, that if, despite the ‘ political ’’ and “ ethical © 
opinions, there is a real demand or need for speculative facilities, it must rest 
on technical grounds. What are these grounds? The basis of the jobbing 
system practised in London is that the jobber shall stand in the market and 
quote a double price, the lower at which he is prepared to buy, the higher at 
which he is prepared to sell. He must be prepared to sell stock that he has 
not yet bought. If this system is a good system and to be preserved, he needs 
the protection of being allowed to take in stock that he cannot deliver. He 
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cannot be allowed to take in as a bear unless some counterparty is allowed to 
give-on as a bull. He cannot job effectively and smooth out unnecessary 
fluctuations of price within the limitation of a fortnightly account without the 
use of speculative facilities. As usual, the virtue of speculation lies in the bear 
operation ; this is a side of the question about which the uninformed public 
never thinks. The speculator, professional, semi-professional or amateur, has 
therefore an economic function to perform as an adjunct to the jobbing system. 

The multiplication of investment counters and the impoverishment of the 
jobbing firms by taxation has indeed made the need for speculation greater. 
At present a price is stable so long as the jobber can keep his book even. When 
his book becomes uneven he adjusts his price and, if the change of price brings 
to the market investors willing to deal, a new equilibrium is quickly achieved. 
If the change is upwards, this may easily happen. It may be downwards, and 
the sellers who have made the book uneven may persist. This is the time 
when the speculative buyer is wanted; but in present conditions he has no 
temptation to intervene. If he is a member, he has to consider the 2 per cent. 
stamp duty ; if he is not a member he has to face not only that, but also two 
commissions—subject, however, to the very recent restoration of the pre-war 
commission rule for “ free closing ’’’. In these circumstances the speculative 
operator will not buy until a fall has lowered a price substantially. Formerly, 
there were operators ready to come into the market as bulls on much smaller 
falls, and their trading checked over-precipitate declines and gave genuine 
investors who wished to sell a clearer field for getting rid of their stock. 
Similarly, in the case of the over-exuberant rise, the present conditions deter 
the speculator from selling freely. If he sells he enters into an obligation to 
deliver for the fortnightly settlement. He may be able to escape that obliga- 
tion, but it may be enforced ; and that possibility undoubtedly curtails the 
freedom of bear selling. 

If contango existed, it would almost certainly make dealing at moments 
of stress easier and would damp down the abruptness of sudden movements. 
Contango makes it possible to spread out over a long period the deliveries of 
stock initiated by any sudden change. In the present system the sudden change 
initiates a series of transactions due for settlement in about ten days, so that 
the whole strain must fall on those who are ready to deal for such a settlement. 
A contango system gives the greater freedom that one may associate with an 
extra dimension ; when a sudden change comes, operators who think they 
see their way to settlement in a month or two can take a hand. Moreover, it 
isnot only the deals made after the sudden change that are significant here. There 
is also the possibility that speculative operators will deal in anticipation of 
such changes. Sometimes their anticipations will be falsified and they will 
lose money ; sometimes they will make money by their foresight. It seems 
probable that in a free market there would have grown up in the first half of 
1947 a substantial bear position ; and the covering of those short sales in the 
headlong decline around August Bank holiday would have exercised a most 
beneficial steadying effect on a demoralized market. 

Hence the main case for speculative facilities is that the operations of the 
speculator make it easier and cheaper for the genuine investor to buy and sell. 
The more the underlying factors, discussed elsewhere in this series, reduce the 
breadth and flexibility of the markets, the stronger does the case for the 
lubricant of speculation become. The professional speculator certainly does 
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pour oil on the wheels in the way described above ; but it can also be argued 
that he is just as likely to put sand in the works. He may and he does deal 

‘against’ the market, selling what the public wants to buy and buying what 
it wants to sell. But he also most openly deals with the market, selling when 
sales are heavy and buying when purchases are eager. This conduct does not 
smooth out but exaggerates fluctuations. This charge is true; but it is not 
at the moment relevant. The type of operation that has been described is easily 
performed without any speculative facilities ; it can be done even in a cash 
market without the help of a fortnightly settlement. Facilities such as the 
market needs at present would supply credit in stock, not in cash. It is not 
necessary at the moment to give the bull financial facilities to enable him to 
buy stock which his own resources are insufficient to pay for. When the market 
takes a sharp turn upwards, the speculator can, as things are, buy quite 
enough ; when it takes a sharp turn downwards he can sell quite enough. 
Contango facilities are required that will not increase this bad business but 
will increase the good business that the speculator can do. 

The market’s need now is flexibility. The market’s flexibility depends on 
the minds of the people in it. With no contango, a man who de als has his 
mind open until the last day of dealing for his settlement. Given a contango, 
a man with an inducement to carry his transaction over has an open mind till 
the transaction is closed ; and then he is willing to open it again. Dealing in 
active stocks would be much easier if there were always a few hundred bulls 
ind bears with open contango positions eager to be closed. 

Recent political trends hi ardly ape that the authorities will view this 
problem—of restoring contango—objectively on its technical merits, in relation 
to the need, on wide economic grounds, of more flexible investment markets. 
Similarly, little progress would be likely if the Treasury looked too narrowly at 
the ‘ revenue ”’ point of view, and focused its gaze on the fact that contango 
allows some avoidance of stamp duty. It is possible, however, that the Trea- 
sury, even so, might gain on additional contract stamps what it would lose on 
transfer stamps ; or it might consider whether a judicious taxation of contango 
might not restore the balance. There is secondly the question of the use of 
credit. Even in the context of these technical considerations, there seems, in 
present circumstances, no good reason for allowing the lending of money to 
finance the transactions of private investors. Speculative purchases based on 
bank advance or on loan from a broker do not at this juncture seem desirable 
(and the former is so strongly ruled out by present official directives to the 
banks that a change would, in any case, appear so unacceptable to the 
authorities as scarcely to merit discussion). But contango is different ; the 
medium of such a credit transaction is not money but stock. 

The essence of the facilities required is the extension of the period for 
avoidance of stamp duty from a few days to as many accounts as the speculator 
will pay the rate for. There is no technical need for ‘facilities, of the old variety, 
to enable operators to purchase stock beyond the limits of their own resources. 
So that question, the control of speculation, need cause no trouble. This 
could be arranged by margin provisions, as in New York. Even if the Treasury 
wished the margin requirement to be 100 per cent., the new facilities could 
still improve the market. One should not forget that the market has always 
claimed that contango reveals most clearly the true position. 
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How Central Bookkeeping would 


Cut Costs 
By A _ Jobber 


T is surely remarkable that since the invention of the telephone there has 
[been no really important change in the technique of Stock Exchange organi- 

zation. If any of the founding fathers of the House in 1801 were to start up 
in business again to-day he could probably master in a few days most of the 
changes which have occurred. His conception of what constitutes ‘‘ good 
business "’ would require considerable modification, and he would certainly 
find some of the restrictions irksome, especially minimum commissions, regula- 
tion of dealing outside the ‘‘House’’, and the prohibition against acting at choice 
as principal and agent. But he would scarcely be so much at a loss as, say, 
a nineteenth-century accountant grappling with present-day income tax or a 
solicitor trying to interpret the Rent Restriction Acts. Perhaps this conserva- 
tism of practice within the ‘‘House’’ has survived because, although there have 
been many ups and downs in Stock Exchange business in the past 150 years, 
there has on balance been a continual increase in the volume of securities and 
a growing diversity of type: in the City, as elsewhere, it needs prolonged 
adversity to bring about radical changes in long established procedures. 

Because of the influences discussed elsewhere in this series, there are 
weighty reasons for thinking that the era of nationalization and planning, of 
steep taxation and the rise of the small investor, confronts the Stock Exchange 
community with a more fundamental challenge than it has ever had to meet 
since the birth of joint stock finance. The progressive reduction in the size of 
the average personal investor, the increase in the proportion of business repre- 
sented by gilt-edged and the elimination of many fields of speculation and 
speculative investment, can be summed up from the broker’s angle in one 
phrase—lower commission per bargain ; and, from the jobber’s, lower turnover 
and bigger risks. And this prospect has become apparent at a time when 
brokers and jobbers alike are very conscious of an increase in costs per bargain. 
Between these upper and nether millstones Stock Exchange profits are being 
ground very small indeed. The first inclination of professionals in such a 
situation is to consider raising fees ; but it is all too clear that while in some 
directions (i.e. small gilt-edged business) the minimum commission scale could 
perhaps be increased without attracting criticism, the opinion of the investing 
community is that for the general run of securities other than gilt-edged com- 
missions are high enough already. 

Fortunately, there is a possibility of achieving a big reduction in overheads 
—perhaps by as much as two-thirds—if the ‘‘House’”’ has the will to undertake 
a major technical reorganization. The application of a really modern clearing 
house technique to the mechanics of Stock Exchange bookkeeping and settle- 
ments would revolutionize the economics of stock market firms. As it happens, 
a scheme lies ready to hand which is worked out in the most precise detail— 
even to the point of having in print the necessary forms. Before the war it was 
realized that events might enforce the removal of the Stock Exchange from 
Throgmorton Street to the country; the planned location was Denham 
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Studios. It was evident that great simplification of traditional methods would 
be necessary--in particular, the settlement of bargains through a central 
Stock Exchange department which would relieve brokers and jobbers of as 
much as possible of the routine work. The threat to the ‘ House”’ to-day 
may be a good deal less dramatic than the one which we had in mind then ; 
but, sooner or later, it will surely compel comparable measures of rationalization, 

To help non-professional readers to follow the gist of the proposals and 
gauge the possibilities of economy, it may be well to give first a brief descrip- 
tion of the clerical arrangements behind the market. There are some 390 
firms of brokers and 220 firms of jobbers, each of which maintains an office 
organization ranging from a couple of clerks to a staff which, in a big broker’s 
office, may run well into three figures. The greater part of the clerical com- 
munity around Throgmorton Street is engaged on the mechanical tasks of 
transferring securities and in the consequential cash settlements and accounting. 
An average broker’s office usually comprises the following sections : 

(a) Transfers. Here are prepared the instruments for transferring stocks 
and shares. Stock Exchange procedure brings together (‘‘ traces ”’) 
ultimate buyers and ultimate sellers by eliminating all intermediate 
parties in each chain of dealings. This is done (sometimes through 
the central clearing house) by the passing of a “ ticket ’’ along the 
chain. The ticket, issued by the buying broker to the member from 
whom he bought, gives the name of the ultimate buyer and is the 
broker's undertaking to pay (to any member) the amount on the 
returned ticket, against delivery of a transfer deed signed by the 
ultimate seller and accompanied by appropriate documentation. 
The Transfers Section therefore divides itself into “ tickets payable ” 
in the case of stocks bought, and “ tickets receivable ’’ in the case 
of stocks sold. Transfers are prepared, sent to clients for signature, 
taken to the stamp office, sent to the companies (or to the Share 
and Loan Department) for certification, and later for registration ; 
and ultimately the certificate is delivered to the investor. 

(6) Bearer and Government Securities. The paraphernalia of registration 
is replaced by the complex of forms now necessary in connexion 
with the lodgment of bearer securities, compliance with exchange 
regulations, and so on. Verification of bonds and coupons, which 
have to be checked at each stage of delivery and redelivery, calls 
for highly specialized knowledge. 

(c) Bought and Sold Journals. From the entries made here postings are 
made in the clients’ and jobbers’ ledgers. 

(a) Clients’ and Jobbers’ Ledgers. 

(e) Dividends and Rights. Here are performed all the infinitely complicated 
processes of evaluating and claiming, scrutinizing and admitting 
claims to and from the market. 

There is, of course, also the Cashiers’ Section, where the very large and numerous 
in and out payments to clients, market and the banks are made and controlled. 
A jobber’s office is somewhat less complex, but is planned on similar lines. 
Under this system, each bargain gives rise to a whole series of parallel 
operations in several offices. There is constant traffic in securities, documents, 
and cheques between offices up to half a mile apart ; an army of messengers 
is kept on the move ; vast quantities of stationery are used, and acres of office 
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space occupied. And all doing a job which could be done centrally under one 
roof—and which, with modern accounting methods, could then be done by 
one-tenth of the present staffs in one-tenth of the space. 

For the purpose of the Denham Scheme it was roughly estimated that, if 
it were adopted to the fullest possible extent, that is to say, if all possible work 
which could be centralized was centralized, a staff of 60 could handle 1,000 
brokers’ purchases and 1,000 brokers’ sales (i.e. 4,000 broker and jobber 
bargains) per day. This suggests that a staff of some 300 could handle the 
clerical work of the London Stock Exchange at the current rate of turnover ; 
and, as in all clearing organizations, increases in volume could be handled 
with less than proportionate increases of staff and space. If these numbers 
are set beside the present staffs scattered through the individual offices—-some 
600 firms with an average of, say, five clerks apiece—a vivid impression will 
be obtained of the order of savings in overheads which might be achieved by 
centralization. If account is taken of the saving in office space, the probable 
resultant fall in the level of rents, the economy of telephones and messengers, 
then the possible eventual reduction of brokers’ and jobbers’ overheads 
as a result of full centralization might be put at 60 per cent.—without indul- 
ging in any wild flights of fancy. One point, however, needs emphasis: there 
are various degrees of possible centralization. For example, actual accounts 
could be sent by brokers to their clients instead of by the central department. 
The scheme could be modified in this and other ways, but every compromise 
would reduce the possible savings. 

It is important, however, to emphasize that the creation of the central 
department would in no way alter the existing rights and duties as between 
the client and broker and broker and jobber, nor would the legal trace or 
“ privity of contract’ be disturbed. The Department would not, of course, 
come into direct contact with the actual dealing organization of the ‘‘House”’. 
Every step in the initiation and execution of orders, up to the issue of the 
contract note, would be as at present. The Department would receive copies 
of all contract notes sent to clients, and from that point onwards it would 
carry through the whole gamut of operations until the delivery of the stock to 
the client or his bank had been duly completed and payment had been duly made. 
The Denham Scheme was examined in close detail and fully approved by 
eminent lawyers and accountants, and a practical test was carried out. Just 
before the war six jobbers and six brokers, by arrangement with Stock Exchange 
officials, each did six dummy bargains a day. The jobbers were satisfied ; 
and the brokers, with one exception, agreed that the test was, on the whole, 
satisfactory. A further test, under current conditions, would have to be 
undertaken as a preliminary and it could now be done on a larger scale in 
view of the much wider interest in the matter and the slackness of business. 
With the co-operation of a clearing bank, for example, it might be possible to 
rehearse and then initiate the scheme by putting all that bank’s business 
through the Department—broadening out from this until the whole business 
of the ‘‘House’”’ was brought in. 

Only those readers who are interested in the technique will wish to wrestle 
with the more detailed outline of the scheme given below. It will serve to 
provide professionals with something more tangible than the general indication 
given so far; but it is still only an outline. To get a fair picture, readers who 
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skip the technique should, however, glance at the reservations noted at the 


end of the article. 
OUTLINE OF PROPOSED SCHEME 


Ihe Department would be organized in sections and sub-sections on the 


following basis : 
1. Bookkeeping Section subdivided into- 
1. Brokers’ (Clients’) Ledgers. 
2. Jobbers’ Le dge tS. 
3. Cashiers. 
4. Dividends. 
b. Stock Section : subdivided into 
1. Sold Stock. 
2. Bought Stock. 
bewriltng : subdivided into 
1. Correspondence. 
2. Receipt, sorting and despatch of mati. 

It should be noted that in the Bookkeeping Section (A above) there would be 
no Name Accounts, as such; but, inasmuch as the buyers’/sellers’ name and the 
name of the jobber with whom the bargain is done will be shown on every contract 
submitted to the Department, information of trace will be available. 

To ensure standardization and thereby to facilitate the work of the Depart- 
ment, all stationery used by members in their business with the Department 
would be obtainable from the Department. Throughout the working, pink forms 
would denote bought transactions and white would denote sold transactions 
(Prototypes of forms are already in existence.) 

Brokers would prepare copies in triplicate of all bought contracts and sold 
contracts, and at the close of each day’s business would pass two copies to the 
Department, together with a summary for each category; the top copy would 
be detached by the broker and sent to his client. 

Jobbers would file daily with the Department separate lists showing sum- 
marized particulars of bought bargains and sold bargains. 

At the first stage the summaries would be checked and agreed with the under- 
lying copy contracts received from the brokers. 

The second copies of the contracts with summaries attached would be passed 
to the Brokers’ Ledger Section. This section would list the summaries on journal 
sheets, thus creating the basic figure on which the balancing of both brokers’ and 
jobbers’ ledgers would be proved. 

The Brokers’ ledgers would then be posted and all totals controlled under 
their respective headings and agreed with the journal sheets. 

The second copies of the contracts would then be sorted alphabetically under 
jobbers’ names and passed to the Jobbers’ Ledger Section, where they would be 
checked against the jobbers’ daily return and posted. 

The third copies would be handed to the Sold Stock Section and sorted into 
Stocks ; the Stock positions would be compiled and the bought copies passed on 
to the Bought Stock Section. 

All cheques received in payment for securities bought would go to the Cashier's 
Department, where they would be listed on credit slips in duplicate, the top 
copy being the posting medium for the brokers’ ledgers. The duplicate would 
pass to the Bought Stock Section, where the relative contract would be marked as 
paid. These (Bought) contracts would then go to the Sold Stock Section, where, by 
reference to the Stock position, they would be matched with the corresponding 
Sold contract. 

Transfer deeds would be prepared (from the full details recorded on the Bought 
and Sold contracts) and forwarded to the seller for signature. On return from the 
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seller the deeds would pass to the Sold Stock Section, which would prepare the 
authority for payment on the debit slip in duplicate, showing broker, client and 
stock. 

These debit slips would then be completed as to amount payable by the Brokers’ 
Ledgers Section and passed to the Cashiers for the cheques to be drawn. One copy 
of the debit slip (after daily balancing of the cash book) would become the posting 
medium for the brokers’ ledgers and the second would pass with the cheque to the 
Despatch Section to be paid to a bank or sent with a covering communication 
to the seller. 

Dividends, as declared, would be marked on all contracts and the necessary 
debits and credits to brokers’ and jobbers’ ledgers made by use of the pink and 
white debit and credit slips. 

“ Splits’ (i.e. extra stamp and registration fees incurred when amounts of 
registered stock have to be divided or put together to marry differing amounts of 
stocks bought and sold), would be charged automatically when bought and sold 
contracts are reconciled through the Stock position. 

Jobbers would be issued with a reconciliation statement showing uneven 
balances of Stock with values at the last bargain price, or at the make-up price 
where applicable, together with amounts due to or from them. 

Brokers would be notified of the completion of the clients’ transactions as 
they occur. 

Other points worthy of mention in this broad outline are : 

(i) ‘‘ Checking ’’ as known to-day would be eliminated, this being done 
within the routine work of the Department. 
(ii) All ledger work and the drawing and paying-in of cheques would be 
done by accounting machine. 
(iii) The Department’s ledgers would be ruled off and balanced fortnightly 
for settlement with brokers and jobbers on the Account Day. 


No doubt the most vital objection to the scheme will come from those— 
and certainly they are many—who would resent the interposition of an official 
department between the broker and his clients. There are naturally fears of 
a loss of intimacy in contact and perhaps even of potential breaches of that 
close confidence which is such an essential part of the relationship between 
broker and client. Nevertheless, these considerations, though they may delay 
radical reforms, will not stay the march of events. The Stock Exchange has 
to cut its costs and adjust its machinery to cope with changes in the composi- 
tion of the body of investors. Centralized bookkeeping is the only way of 
producing a sufficiently drastic reduction of costs. It must be remembered, 
too, that, even now, there are tens of thousands of clients dealing through 
agents or situated in the country who never see their brokers face to face. 

There is, of course, nothing in the scheme which would in any way change 
the nature of broker/client relationship in any of the vital factors in investment. 
The jobber’s operations in the ‘‘House,”’ the broker’s appreciation of markets, his 
study of statistics, advice to clients and methods of dealing would remain 
entirely unaffected. The scheme, it is important to emphasize, deals only with 
the mechanics of settlement, which, as things stand to-day, are probably 
absorbing more than half the revenue of the Stock Exchange. Surely, 
such practical difficulties as housing the new Department (possibly in space 
released, for example, by the abolition of checking), procuring machines, and 
initiating investors could be overcome without undue delay if a wholehearted 
effort were made—an effort to match the organization to the needs of the times. 
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The Provincial Standpoint 
By a Special Correspondent 


N the preceding articles, the problems which now seem to confront the 
[sccck Exchange community as a whole have been reviewed primarily from 

the London angle. It is important, however, to look at the matter also from 
the provincial standpoint. While, of course, the prospect for brokers in the 
provinces is threatened by the same march of events, there is a far greater 
variety in the types of activity they carry on and in their modes of dealing. 
Accordingly, there are wide differences both in the vulnerability of individual 
brokers and of the local centres themseives, and in their needs and possible 
methods of adaptation. In an endeavour to convey a balanced impression of 
provincial reactions to the period of trial. through which the stock markets 
are passing, THE BANKER has been in touch with a number of leading pro- 
vincial personalities. This article is a symposium of the views expressed.* 

To form an impression of the ‘‘ country ’’ broking scene as a whole, it is 
necessary to appreciate that, whereas the main kinds of security business 
transacted fall into a few distinct categories, described below, the provincial 
brokers themselves range in type from whole-time brokers operating in the 
leading provincial centres and maintaining organized mutual dealing facilities, 
to a few firms, at the other extreme, to whom Stock Exchange business is a 
second string to a solicitor’s or accountant’s practice or an estate-agency 
business. In recent years, the different groups in this community have been 
drawing closer together. 

In 1941 a broad programme of joint action by London and the country 
broking fraternity was directed towards ensuring that all country brokers 
enjoying access or privileged commission terms to London or to any Provincial 
Exchange conformed to a reasonably uniform standard of professional conduct 
and to a common minimum commission scale. All provincial brokers entitled 
to commission rebates are now members either of the Associated Stock 
Exchanges, of the Oldham Exchange (which remained outside the Association 
but, generally speaking, acts in concert with it), or of the Provincial Brokers’ 
Stock Exchange whose membership, spread throughout the country, confines 
itself almost entirely to towns where there 1s not an Associated Exchange. 

Country business mostly falls into one of the following categories : 

(a) Deals for local clients on commission in local securities. 

(0) Deals executed locally, and for local clients in “ national” stocks, 
i.e. by finding another broker with a complementary order, some- 
times through what is virtually a local jobbing market. 

(c) Deals for clients on commission in general securities which are executed 
through a broker of another Provincial Exchange or London. As 
a rule, one standard commission is charged of which half is taken 
by the initiating broker and half by the broker who actually executes 
the order in the market. This type of business is closely linked 
with, and depends upon, what is often called “ Shunting ” or— 








* Necessarily, the identity of individual contributions has to some extent been lost; and of 
course many of them were given on the condition of anonymity. For su h reasons, specii¢ 
acknowledgment would have been either invidious or misplaced, but TuE Banker is giad to 
record its appreciation of the co-operation of all who have been kind enough to express theif 
views.—Eb. 
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(d) Inter-change dealing. This is rather a specialized business carried on, 
in the main, by a small number of large firms in London and the 
provinces, who maintain a nation-wide network of private trunk 
lines and teleprinters. 

The nature of the business in the first two groups deserves elucidation. 

Oldham, with its hundreds of cotton mill shares, is a classic example of 
trade of the first kind, but most if not all the local exchanges came into being 
in their own right to deal with securities of a predominantly local character. 
Local railways, canals, collieries, shipping companies, gas, water, and electricity 
undertakings all demanded and sustained a mainly local interest. That interest 
is obviously declining fast in many instances. The amalgamation movement 
between the wars has now been engulfed in the sweep of nationalization and 
has destroyed, or threatens in the future, a large proportion of this turnover 
in local securities. In place of the mass of actively interested investors in 
local undertakings, there are now the holders of British Government securities, 
who hardly bother to look at market prices. That is not to say that there is 
not still a good deal of this specialized trade still to be done—insurance and 
shipping in Liverpool, motors and engineering in Birmingham, tobaccos in 
Bristol, textiles in Manchester are merely a few examples. 

In the second category, a leading example of a centre which has a genuine 
local market in some national stocks is Glasgow. Indeed, the claim is some- 
times made (and challenged) that ‘‘ the market ”’ in Distillers, for example, is 
in Scotland rather than in London. In this type of business, the point to be 
borne in mind is that the facilities offered by the broker are particularly im- 
portant to the speculative investor when markets are active. His services are 
valued by operators to whom the factors of personal consultation, convenience 
and speed (as compared with say, a letter or phone call to London) make a 
special appeal. By the same token, speaking generally, a decline in general 
market activity hits the “ country ” particularly hard. 

It is apparent that the general tendencies discussed in earlier articles must 
have a heavy impact upon all the main types of provincial business. It is easy 
to see why the structure of the provincial stockbroking profession seems, on a 
long view, to be threatened with changes at least as far-reaching as those that 
confront London. The specifically local business in local stocks is shrinking 
fast. Gilt-edged business, which will tend to form an increasing proportion 
of the turnover, bears such a low rate of commission and is so stereotyped that 
it can hardly remunerate the provincial broker adequately. The local] broker, 
dealing with the gilt-edged securities of the “‘ little ’’ man, is in direct com- 
petition with the branch banks, which at least offer the investor some saving 
of trouble in handling documents and money. In such business, the provincial 
broker tends to be at a disadvantage compared with the London broker, who, 
even if he has to split the commission with a bank or provincial broker, can 
at least execute the business by walking into the market instead of transmitting 
it over a trunk line or through a ‘‘ shunter ”’ whose services must be paid for. 
By the same token, the ‘“‘ shunter”’ or inter-market dealer may become a 


somewhat incongruous figure in a national stock market structure in which 
the centre of gravity is continually swinging towards gilt-edged. The large 
firms in this business, with their extensive organizations, were built up to serve 
the speculative investor ; they performed a useful and profitable arbitrage 
service by restraining the deviations between dealing prices established in the 
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various provincial centres and in London in the course of active hour-to-hour 
dealings. There is not a great deal of scope for such activities in relation to 
the small dealings in gilt-edged and in the relatively staid type of equity which 
is becoming the standard British Industrial stock. 

Naturally, the extent to which these influences operate depends partly 
upon the level of stockbroking costs. Generally speaking, of course, they are 
lower than in London. Estimates have ranged around {1 (with some at £2) per 
bargain. The provinces do not appear to have studied in any great detail the 
possibilities, in this context, of economies through central bookkeeping. Here 
and there, following the working out of the emergency scheme for London 
which was held in reserve during the war, some tentative consideration was 
given to the matter in the provinces, but met with little support there. The 
instinct of the provincial broker is all against mechanization and against any 
form of standardization which would tend to weaken the intimacy of the 
personal connexion between the broker and his client. The same attitude is, 
of course, quite common in London, but its particular strength outside the 
Metropolis again demonstrates the provincial broker’s well-founded belief that 
his business is largely a matter of making and preserving personal—and there- 
fore local—contacts. Some of the authorities approached in this enquiry do, 
indeed, hold the view that the impact of current circumstances, and the extent 
to which they emphasize cost per bargain as the test of survival, will force the 
adoption of centralized accounting in the provinces as well as in London; 
but even these authorities favour the least radical types of centralization. 

The significance for the provincial broker of business secured through agents 
evidently varies greatly. Speaking generally, it seems that bank business 
tends to short-circuit the local market and go to London; but the practice 
of the Big Five banks in this respect is not uniform. In some areas and some 
banks it appears to be a settled policy to put through the local market, a 
certain amount of business secured by the branches ; this, it seems, is often 
done for the sake of local goodwill. In general, however, the usual channel 
for substantial business through the banks is through London. Even where 
the main market in the security in question is local the order sometimes 
passes first to London and then comes back to the local market through the 
bank’s head office. Bank trustee departments, however, seem to give fair 
support to local brokers. Many provincial brokers secure a fair proportion of 
business through agents other than banks, especially from solicitors, and 
accountants. It seems to be the view that much of this business would come 
to the local market anyway, but some local observers feel that there might 
be dangers in disturbing these channels. 

There are, indeed, some signs that the provincial attitude towards agency 
may be gradually changing. It is affirmed on good authority that when the 
recently-abandoned rules concerning agents were mooted two years ago, the 
Associated Exchanges were unanimously in favour of them. When the matter 
came to an issue recently, however, the individual reactions seem to have 
been less spontaneously consistent, although there is no doubt that the Asso- 
ciated Exchanges gave due support to the London Council. On this matter, 
as on certain others, it seems that the provinces are even more perplexed by 
the turn of events than London. The provinces have always worked to 
eliminate non-essential agency ; it is still being said that ‘“‘ Commission should 
either be shared with all agents or with none and of these alternatives the 
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latter is considered the more desired’. “ The tentative rules were a step in 
the right direction”’ On the other hand, a minority seem to incline to the view 
that the trend of events may be forcing increasing reliance upon agents. 

What are the views of the provinces about the possibility of devi ising con- 
structive measures to meet or alleviate the growing difficulties ? Almost all 
profession< ils agree on the need for more economic commission on small gilt- 
edged deals. All the authorities consulted agree that at present rates (and 
probably on any likely increase) the bulk of ordin: ary small gilt-edged business 
must be handled at a loss or, at best, no profit, unless sustained by a reasonab! 
amount of substantial deals in gilt-edged. Obtaining substantial gilt-edged 
business as part of the regular routine is, however, a feat beyond the capacity 
of the majority of provincial firms. Another matter on which there is a fair 
concensus of opinion is that the whole Stock Exchange community should 
speak stridently and with one voice for the removal of penal sti imp duties 
bonus taxes, and other measures of similar character er total effect of which, 
superimposed on the longer-term factors, is to cripple the normal functioning 
of the market. Many fork that London and the provinces should get closer 
together: ‘‘ the current meetings of London and the delegates of the A.S.E. 
are. . . lacking in effectiveness owing, it would seem, to the fact that ther 
are no clear-cut powers to bind their respective exchanges ” 

Although there is a general awareness that the number of 
private investors is steadily declining, and that an effort must be made to 
attract the small man, there is evident perplexity about how this is to be 
done, especially since the obvious step of advertisement by individual brokers 
would tend to break up just that system of pe rsoni ul professional relationship 
upon which the provincial broker most relies. Strong views are expressed in 
this connexion. ‘‘ The prohibition of adve rtising of any description is one of 
the basic laws of the stock exchanges ; it has stood the test of time and operates 
fairly to all’. ‘Advertising would lead to rivalry and competition between 
brokers and eventually to monopolistic control’ (because only the richer 
firms could make full use of this means of increasing their clientele). Here 
again, as on the agency question, there is a minority which takes the view 
that it may be necessary to allow brokers to advertise — present conditions 
A fairly well-supported view is that brokers may have to be permitted to 
branch out into other fields, for example, estate agency, allt with due recogni 
tion of the many difficulties this course would throw up in view of the relation- 
ship of stockbrokering to other professions. (The P.B.S.E. has only recently 
aligned itself with what has been considered the orthodox line, by refusing to 
allow any new members to engage in other activities.) 

Despite such suggestions and despite a wide recognition of the difficulties, 
it is clear that there are very divergent views on most—but not all—of the 
basic issues. Our provincial comneapembents divide fairly evenly into two 
groups—those who are prepared to take their stand, on such questions, upon 
the general conviction that, so long as the country has a predominantly 
capitalist basis, the Stock Exchange will always be essential and that business 
will revive in due course ; and those who, while certainly not disputing th« 
first of these propositions, doubt the prospect of a revival sufficiently important 
to keep the whole existing structure intact. This second group, therefore, is 
prepared for changes ; but there is no close agreement about what readjus' - 
ments should be deliberately planned. 
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The Town & Country Planning Act-I° 


This article, the first part of which ts printed below, describes the background of 


he Town and Couniry Planning Act of 1947 and the system which is emerging from 
it, and then indicates (in its second part) the principal practical problems which it 
is creating for bankers. Readers may care to refer also to the article by Mr. T. 
Sophian which appeared in our October issue, giving a general survey of the Act, 
nore particularly from the legal standpoint.—EDp. 


By J. Milnes Holden 


OWN and country planning in this country has developed in a haphazard 
TT mann r, and some knowledge vd this development is necessary for an 
understanding of the new syste 

As the Uthwatt Report pointed « out in 1942, under the system then in 

eration, local authorities were reluctant to control undesirable development 
cause of the need to provid compensation to a landowner whenever per- 
mission to develop his land in the way he wished was refused in the public 
terest. This compensation was based on the most valuable use to which his 
land could have been put. But the obvious result of refusing permission to 
build on a certain plot of land was to “ shift ”’ the demand to another plot of 
land. If the owner of this second plot could get permission to build, he would 
ap a rich harvest. The constant refusal of permission to build in certain 
places naturally intensified the demand for land in places where one could 
build. [t was the operation of factors such as these that — the price of 
building land to soar in particular localities. In the City of Westminster, 
land has changed hands at more than {60,000 per acre. 

fhe anomaly of this situation was that, although the planning authority 
had to pay compensation whenever restrictions were imposed, it was unable 
to collect the gain which ultimately accrued to the owner on whose land the 
buildings were eventually erected. In theory, the fortunate landowner could 
be required in certain cases (specified in Sections 21 to 24 of the Town and 
Country Planning Act, 1932, which re-enacted earlier similar provisions) to 
pay what was called “ betterment ” to the planning authority. In only three 
cases has a local authority ever succeeded in securing betterment (H.C. Debates, 
Vol. 432, col. 950). The so-called “‘ betterment provisions ’’ were a failure. 

The Uthwatt Commitiee drew attention to another difficulty closely con- 
nected with the one already stated. Whenever land was compulsorily acquired 
by a local authority, it was found that a potential or floating \ alue, resulting 
from the prospect of some remunerative development, had already settled on 

ed to purchase ; and, under the old system, the owner had 
to be compensated for the loss of the value of pi sstble de velopment. 

The general result of the system, or lack of system, was that large sums 
vere paid out by local authorities—but nothing came in. Many authorities, 
one should add, were too poor to pay anything at all, and, in their case, 
practically no “ planning ”’ took place. 

The Town and Country Planning Act, 1947, was designed, among other 
things, to remove these anomalies. It received the Royal Assent in August, 
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* This article is based upon an address delivered to certain Local Centres of the Institute ol 
Rankers during the session 1948-49 
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1947 ; but it was not until July 1, 1948, that most of its provisions came into 
force. Mr. Silkin, the Minister of Town and Country Planning, introduced the 
Bill as “‘ the most comprehensive and far-reaching measure . . . ever placed 
before this House *’, while Dr. Dalton commented that ‘‘ we are moving towards 
the nationalization of land, and not by slow steps ”’. 

Section 58 of the Act provides for a fixed sum of £300 millions to be made 
available for payments to landowners for depreciation in land values. This 
fund, often called the “‘ global sum ”’ or “ the compensation fund ”’, is not 
strictly compensation at all. The White Paper on the Bill (Cmd. 7006 of 1947) 
read: ‘“‘ The Government take the view that owners who lose development 
value as a result of the passing of the Bill are not on that account entitled to 
compensation. They recognize, however, that if no payments were made, 
hardship would be caused in many cases and they have decided that a capital 
sum should be made available out of which payments should be made to 
landowners ’’’. When all claims on the fund have been received, a scheme 
is to be drawn up by the Treasury and submitted to Parliament for approval. 
Not until then will it be precisely known how the fund is to be distributed. 

The amount of the fund, it should be emphasized, has not been determined 
on any scientific principles, and perhaps never could have been. During the 
Second Reading, Mr. Silkin affirmed that the average rate of development of 
undeveloped land outside towns in the immediate pre-war years was 45,000 
acres per annum, and the average development value was about {£200 per 
acre, giving a total annual value of {9 millions. To assess present worth, 
Mr. Silkin worked on the basis of 15 to 16 years’ purchase, and so arrived at 
a capital figure of £150 millions. He then added a further capital sum to allow 
for the development and re-development value of land in built-up areas 
“which I estimate would run to about the same figure’. The £300 millions, 
in other words, was a pure guess, as Dr. Dalton admitted the very next day. 
{In the circumstances, this provision of a fixed sum for ‘‘ compensation ’’ is 
one of the most unfortunate provisions in the Act. No one really knows what 
the total of the claims will be, and so it is impossible to say how much in the 
pound each claimant may hope to receive. 

It is now necessary to enquire how development value is calculated, because 
it is in respect of loss of development value that owners are entitled to make 
claims on the global sum. Development value is the unrestricted value of the 
land minus the restricted value. Every interest, with minor exceptions, will 
be valued as it existed on July 1, 1948, but at prices current immediately 
before January 7, 1947—the date when the Bill was introduced in the Commons. 
The unrestricted value of the land means simply the market value which the 
land would have had if the Act had not been passed. The restricted value 
(or as it is sometimes called ‘‘ the existing use value ’’) means the value of the 
land immediately before January 7, 1947, calculated on the assumption that 
planning permission would be granted under Part III of the Act for develop- 
ment of any class specified in the Third Schedule to the Act. 

The result of that Schedule is (for present purposes) that existing use 
— in addition to its ordinary, common-sense meaning,* among other 
things : 








* But this assumes that the actual use is a lawful use. Thus, if on July 1, 1948, the act#a/ 
use was not an authorized use, it is not “‘ existing use’ within the meaning of the Act. 
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(a) The rebuilding, enlargement, improv ement or alteration of any building existing 
on July 1, 1948, so long as its size is not increased by more than Io per cent. 
or, in the case of a house, 1,750 cubic feet if that be greater. 


(6) The rebuilding, enlargement, improvement or alteration, with similar permissible 


increases, of a building destroyed or demolished since January 7, 1937. 
(c) The use as two or more separate dwelling houses of any building used on July 1, 
1948, as a single dwelling house. 
(@) The carrying out on land used for agriculture or forestry on July 1, 1948, o 
most building operations required for the purpose of those uses. 
e) The working of minerals on an agricultural estate for the purpose of the estat 
(f) The change of use within certain classes of purpose (e.g. a theatre to a cinema, 
a dance hall to a skating rink). 

By virtue of Section 60 (3), any person with an interest in land, freehold or 
leasehold, on July 1, 1945, cam send in a claim on the global sum. But certain 
small claims will, under Section 63, not be entertained. No payment shall be 
made in respect of any interest in land on which a claim is made unless— 

(a) The development value of that interest, when averaged over the 
area of the land, exceeds {20 per acre ; and 
(6) The development value of that interest also exceeds one-tenth of its 
restricted value. 
The vast majority of owners of suburban houses will have no claim at all— 
simply because they suffer no loss of development value. But suppose Mr. X 
owns a house with a fairly extensive plot of land, large enough to have another 
house built on it. He should certainly send in a claim, but he must be prepared 
for this argument: If an owner can realize a profit only by causing a loss to 
himself, this loss must be deducted in arriving at the profit. Thus ‘Mr. X, by 
building another house in his large garden, would clearly reduce the value of 
his own house. The Central Land Board will, apparently, take this “ notional 
loss ’’ into account when arriving at the “ notional profit ’’ which would 
result tor’ developing the vacant plot of land. (See Section 61 (6).) 

A mortgagee is, as a rule, debarred from submitting a claim even if the 
mortgage is ; created by way of granting a long term of years to the mortgagee, 
because the definition section of the Act, Section r19, expressly provides that 
a lease does not include a mortgage. Therefore, although a person with a 
leasehold interest can send in a claim, a mortgagee cannot normally do so, Of 
course, the claimant himself must disclose the existence of any mortgages 
when making his claim, and it is for the mortgagee to see that this is done 
and that the claim is sent in before June 30, 1949. 
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There is an interesting provision, in Section 58 of the Act, that the Treasury, 
when drawing up the scheme for distributing the £300 millions, may order that 
Sections 24 to 30 of the War Damage Act, 1943, shall apply subject to appro- 
priate modifications. These provisions in the 1943 Act enable payments to 
be made direct to mortgagees. 

It seems clear that where land is mortgaged after July 1, 1948, and ther: 
is any likelihood that compensation may be payable to the mortgagor, it is 
advisable for the mortgagee to take an express assignment of the right to 
receive such compensation and to notify the Central Land Board. (See Claims 
for Depreciation of Land Values Regulations, S.I. 1948, No. go2.) 

Should this express assignment be included in the ordinary form of mortgage 
deed, or is it desirable to employ a separate instrument ? Practice on this 
differs at the present time, some draftsmen preferring the one method, and 
some the other. There cannot be any objection to including, in the one form, 
a mortgage of the land and an assignment of the right to receive a payment 
from the global sum—so long as one remembers that this latter right is now 
personal property (Section 64) and that any charge thereon must be in 
accordance with the principles relating to personal property. 

All claims on the global sum must be made by completing a special form 
(Form S. 1) and sending it to the Central Land Board. Claimants would be 
well advised to employ a professional person experienced in the valuation of 
land to assist in the preparation of the claim. The Central Land Board makes 
a contribution towards the fees so incurred ; this will be paid as soon as the 
levelopment value of a claim has been agreed. The claims will be examined 
by the Board, which will then pass them forward to the District Valuers. 

If there is a dispute as to the amount of the development value, there is a 
tight of appeal to an Arbitrator (Section 60 (2) (a) ) but not to the Courts. 

When the date for making payment arrives—i.e. according to present 
intentions, in 1953—payment will be made in Government Stock (Section 65 
(1) ). Interest, less tax, will be paid as from July 1, 1948 ; the interest will be 
paid in cash (Section 65 (3).) 

Is it always wise to claim as much as possible from the global sum for loss 
of eeanans value ? Most owners are anxious, apparently, to put the 
highest possible value upon their development rights. It may be doubted 
whether this is always a prudent course. Let it be supposed that an owner 
is claiming £500 for loss of development value and succeeds in convincing the 
Central Land Board that his claim is justified. Ultimately, he receives a 
dividend of so much in the pound on that figure. Then, in a few years’ time, 
he wishes to develop his land. He obtains planning permission and asks the 
Board to assess the development charge. Then, of course, the boot is on the 
other foot, and he seeks to show that £300 would be a fair figure. Will not the 
Board say to him: ‘“‘ You convinced us that £500 was the correct figure for 
loss of development value. If you wish to carry out this development, you 
will now pay £500” ? 

The significance of this argument lies in the fact that an owner, when 
claiming compensation, receives only a percentage ot his claim. But when he 
wishes to deve lop, he must pay twenty shillings in the pound. It is suggested, 
therefore, that a moderate claim on the global sum may, in many cases, be 
more beneficial in the long run than an exaggerated or inflated one. 
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aan eaenbiesiainsih New ‘eens 
By TI. J. Sophian 


HE recent decision of the House of Lords in Lord Howard de Walden ». 
[the Commissioners of Inland Revenue has revealed a gap in the net which 

Parliament has drawn around persons who seek to avoid surtax by means 
of the formation of companies and the execution of settlements. 

The law with regard to tax avoidance may conveniently be divided into 
two groups. One of these groups relates to tax avoidance by means of the 
execution of settlements ; the other to tax avoidance by means of the forma- 
tion of companies. There is a point at which the two groups meet, where the 
scheme employed requires both the formation of companies and the execution 
of settlements. A good illustration of this is afforded by the case of Howard 
de Walden itself. In this case the appellant owned all the shares in a United 
Kingdom company, which may be called the E company. This company held 
all but two of the shares in a Canadian company, which may be called the D 
company. This Canadian company controlled five subsidiary companies, each 
of which also was a foreign company. 

The £ company held the shares in the D company as trustee under a deed 
for the appellant absolutely. The appellant, in August, 1939, executed a deed 
in contemplation of marriage, under which he became entitled, during his life, 
to the income from 15,000 of the shares in the D company, which were held 
by the £ company as trustee for ve. This deed was a “ settlement ”’ for the 
purpose of the Finance Act, 1938. The appellant controlled the E company 
directly, and thus he was able fadloet tly to control all the other companies in 
the chain. The D company had declared no dividends, so that the trustees 
under the deed had neither received nor distributed any income. The appellant 
was assessed to surtax on the footing that there was a settlement of the 15,000 
shares, and that the income therefrom included not only the undistributed 
income of the E and D companies, but also the undistributed income of the 
subsidiary companies. 

The question that arose for consideration was whether the undistributed 
income of these foreign companies was to be treated as if it was income which 
had in fact been distributed, and which had actually reached the hands of the 
trustees, i.e. the E company. If it could be so treated, then it would be income 
arising under the settlement, and as such would form part of the income of 
the appellant which would be liable to surtax. If, on the other hand, it was 
not to be so treated, the appellant would not be liable to surtax, since neither 
was it actual income arising, nor was it notionally to be treated as income 
under the statutory provisions in the Finance Act relating to the apportion- 
ment of the undistributed income of companies. 

In fact, the decision was given in favour of the taxpayer. It is an interesting 
decision, not merely because it discloses a loophole which will doubtless be 
promptly closed, but because to understand it involves some acquaintance 
with the whole course of move and countermove in surtax avoidance by the 
“company ”’ route. Let us trace then, step by step, the main devices which 
have been employed at different times by taxpayers to avoid surtax, and the 
successive measures that have been taken by the Revenue to defeat these 
devices. 
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In the early stages of the battle between the taxpayers and Revenue, one 
finds a very simple device. This consisted of forming a “‘ one man ’’ company, 
transferring assets to the company, and then refraining from declaring any 
dividends and retaining the income of the company undistributed. 

To meet this state of affairs S. 21 of the Finance Act of 1922 was enacted. 
In substance, this section provided that if any company to which its provisions 
applied did not distribute a reasonable proportion of its income, then the 
whole of its income was liable to be notionally distributed among, and accor- 
dingly treated as income arising to, the members of the company. Thus, 
suppose the company had made a profit of {10,000 and a sum of £8,000 was 
to be regarded as a reasonable sum which should have been distributed among 
its four members A, B, C, and D in equal proportions according to their 
holdings, the taxable income of each of these persons would be notionally 
treated as being increased by £2,000. The undistributed income of the com- 
pany would in effect be treated as if it had been distributed. 

It is important to note, however, that S. 21 applied only to those types of 
company which satisfied the four following requirements, viz.: (a) that it 
was registered in the United Kingdom and that accordingly it was not a 
“foreign ’’ company ; ()) that it was under the control of not more than five 
persons ; (c) was not a subsidiary company ; and (d) was not a company in 
which the public were substantially interested. 

The obvious loophole that presented itself was that companies did not 
pay surtax, so that S. 21 could be defeated by employing a second company. 
If the income was notionally apportioned to a company and not an individual, 
the surtax liability was avoided. At the second stage in the battle, therefore, 
the tax-avoider’s tactics were as follows: The individual taxpayer transferred 
his assets to company A ; company A was controlled by company B; and 
both companies 4 and B were controlled by the taxpayer. Company 4 did 
not distribute its profits ; S. 21 of the Finance Act, 1922, then rendered such 
profits liable to apportionment to company B ; but if such apportionment was 
made, so that the apportioned income was treated notionally as the income 
of company B, the matter stopped there ; as company B could not be made 
liable for surtax, and in any case had no actual income to distribute to the 
taxpayer, liability was avoided. 
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But the Revenue then stepped in. [t saw no reason why the = should 
stop at a single apportionment, and it provided acc ordingly for sub-apportion- 
ment and for a series of sub-apportionments, if necessary, until the boomerang 
found its mark upon the individual taxpayer. But even this countermove 
om the part of the » Revenue was not watertight, for the process of sub-apportion- 


ment, hi ving regard to the definition of a “‘ company ’ for the purposes of these 
tee 2 no automatically stop once it reached a “ foreign company ”’ or 
indeed a “ one mau company ”’ which did not enjoy the essential attributes 


mentioned above. 

So the taxpayer took advantage of this loophole and interposed a “ foreign 
company” in his chain of companies. The principle of sub-apportionment 
might then go merrily on without troubling him, for he rested secure in the 
knowledge that it would have to stop as soon as it reached the first foreign 
company, and then the circuit would be broken. Thus company 4A’s income 
might be apportioned to company 5, company 5’s income to company C, and 
company ©’s income to a foreign company, company D, but as the process 
would have to stop at company D, which had no income to distribute whether 

actually or notionally, the taxpayer—who would control all the companies, 
divec tly or indirectly—would avoid liability. 

At this stage one meets the other line of tax avoidance, by means of settle- 
nents consisting of transfers of assets to trustees who hold them in trust for 
individuals. The provisions of the law designed to frustrate this method of 
tax avoidance are now principally to be found in Sections 38 to 41 of the 
Finance Act, 1938. These sections, briefly explained, prov ided that if a settlor 
retained any sort of interest, whether direct or indirect, in the trust capital 
or in the income settled by him, or if the trust contained any power of revoca- 
tion, the trust income was to be notionally treated, for surtax purposes, as 
the income of the settlor, even though he did not in any way enjoy or have 
the benefit of it. 

Now S. 41 (4) (a) (ii) of the Act of 1938 purported to give a definition of 
‘income arising under a settlement ’’. The law had in mind the possibility of 
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tax avoidance by means of the interposition of a foreign company, but this 
1938 definition was so worded that it could reach only that undistributed 
income which was notionally apportioned for the first time by original appor- 
tionment. Accordingly, it did not apply where there was any sub- apportion 
ment. It expressly covered, however, undistributed income of a “ foreign 
company ’’—subject, of course, to the same limitation to cases of original 
apportionment. 

This flaw was soon discovered. In the following year S. 13 (3) of the Finance 
Act, 1939, was passed to remedy it by extending the operation of section 41 
(4) (a) (uu) of the Finance Act, 1938, to cases of sub-apportionment. But, as 
will be presently seen, the amendment was largely nullified because of the 
phraseology employed and of the interpretation given to it by the House of 
Lords in the Howard de Walden case. The material provision with its amend- 


ment read as follows : ‘“‘ where the amount of the income of any body corporate 
has been apportioned by means of an original apportionment under S. 21 of 
the Finance Act, 1922, . . . or by means of such an original apportionment 


together with one or more such sub-apportionments or series of sub-apportion- 

ments as is provided by S. 32 of the Finance Act, 1927, or could have been 
so apportioned if the body corporate were incorporated in any part of the 
United Kingdom ”’ then the amount of such income was to be treated as the 
income of the trustees or of the beneficiary under the settlement. 

Now there are two ways in which a “ foreign company ’’, i.e. one not 
incorporated in any part of the United Kingdom, might come into the picture. 
First, there is the case where the foreign company is in effect the principal or 
first link in the chain. If such a foreign company does not distribute its profits, 
then the section requires a first original apportionment of the income of such 
foreign company to be made, and if the income is apportionable to another 
company, then such income is to be sub-apportioned ; and so on down the 
chain till it reaches the taxpayer. This is the only case covered by the wording 
of the provision ; for it to achieve its ol bject there must be only one foreign 
company, and that the principal company in the chain ; all the other companies 
in the chain must be U.K. companies of the kind defined in the section. The 
second way in which foreign companies can enter the picture, by appearing 
down the chain, escapes the provision. Once a foreign company is interposed 
(whether or not another foreign company starts the chain) the chain will be 
broken and the taxpayer will avoid liability. To take an example, suppose 
the taxpayer is entitled to income under a trust fund consisting of shares in 
a U.K. company A which holds shares in another U.K. company B, and B 
holds shares in a foreign company F which makes profits but does not distribute 
them, company F’s income will be apportioned by original apportionment to 
the U.K. company B, and then sub-apportioned from company B to company 
A and then from company A to the taxpayer. He will then be liable to surtax 
in respect of the income so apportioned and sub-apportioned until it reaches him. 

That is one case ; but the position is entirely different when the income of 
a company is apportioned or sub-apportioned /o a “‘ foreign company ’’. The 
process will then stop at that company and the income cannot notionally 
reach the taxpayer’s hands. Thus in the case of Lord Howard de Walden, 
before one could pa to the taxpayer, the income had to be apportioned or 
sub-apportioned to a foreign company, but there the process had to stop. It 
could get no further and could not reach the taxpayer 
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International Banking Review* 


Australia 


HE Commonwealth Government has indicated that it will resist pressure 
T from within Australia to utilize its large sterling balances for the purpose 

of repatriating Australian debts in the United Kingdom. It has been 
argued that Australia could safely apply a substantial portion of her external 
reserve of around fA 330 millions to redeeming part of the Commonwealth’s 
external debt of £A 540 millions. Mr. Chifley, the Premier, has, however, 
urged that Australia should conserve London funds to avoid drastic import 
cuts in the event of a fall in Australia’s earnings from exports. He also argued 
that repatriation of the debt would add to the difficulties of the United King- 
dom, since interest payments due to Britain in respect of Australian securities 
held in the United Kingdom much exceed the income Australia derives from 
her London balances. 


Austria 


A report prepared by the Austrian Institute for Economic Research shows 
that there was a considerable increase in the volume of money in Austria last 
year. Bank deposits and the active note circulation reached materially higher 
levels. It is claimed that this expansion has as yet had little effect upon 
wages and prices, owing, partly, to the effectiveness of official price controls. 

There was a further expansion in production during the year. Output of 
capital goods rose to about 40 per cent. above the 1938 level, but production 
of consumer goods was still about 30 per cent. below it. 


Belgium 

Belgium in 1948 had a visible external deficit of Frs. 13,400 millions, 
compared with Frs. 23,400 millions in the previous year. Imports from North 
America, at Frs. 17,000 millions, fell Frs. 11,900 millions short of exports, and 
there was a further deficit of Frs. 2,400 millions with Central and South 
America. Trade with other European countries was favourable to Belgium, 
imports from these countries falling short of Belgian exports to them by 
Frs. 1,300 millions. Belgium also had a favourable balance of about Frs. 3,000 
millions with African countries outside the Belgian monetary area. 

An agreement reached with the United Kingdom covering trade and 
payments between the two countries in the first half of 1949 provides for the 
resumption on a limited basis of British tourism to Belgium as from May I. 
To enable this to take place without loss of gold to the United Kingdom, 
certain reductions are being made in the commitments of the United Kingdom 
to produce a saving of the {1,100,000 involved. Belgium is to seek ways of 
increasing imports from the United Kingdom and the sterling area in sub- 
stitution for dollar imports. 


Brazil 
The Brazilian mission which has been on a visit to London has negotiated 
the redemption of the State of Sao Paulo 7 per cent. Coffee Realization Loan 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ”’, on pages 145-159: 
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of 1930. Funds have been deposited with the paying agents in London and 
New York to complete the liquidation of the sterling and dollar tranches of 
the loan. The future of other parts of Brazil’s sterling debt is also under 
discussion. 

Following the decision of the British authorities to authorize transfers of 
sterling from Brazil to countries outside the sterling area with the exception 
of dollar and other hard currency countries, the Bank of Brazil has agreed to 
allow cover in sterling for collections in that currency, although they may 
originate in or be received from countries not included in the sterling area, 
provided such transactions were authorized in sterling. 

The International Bank for Reconstruction has granted a loan of $75 
millions to the Brazilian Traction, Light and Power Co., to assist in the expan- 
sion of hydro-electric facilities and telephone installations in Brazil. The loan 
is guaranteed by the Brazilian Government. 


Canada 


The programme introduced by the Canadian Government at the end of 
1947 to remedy the shortage of U.S. dollars by the development of greater 
industrial self-sufficiency has met with a large measure of success, according 
toa report prepared by the Dominion Minister of Trade and Commerce. The 
programme is stated by the Minister to have had five main objectives: (1) to 
stimulate production in Canada of goods normally largely imported from the 
United States; (2) to increase exports of the manufacturing and basic in- 
dustries ; (3) to modernize Canadian industry ; (4) to reduce the U.S. dollar 
content of commodities partly produced in Canada; and (5) to foster the 
development of services essential to public welfare. To further this programme, 
361 projects were approved up to the end of 1948, at a capital cost of $898 
millions. 

The Dominion’s overseas trade aggregated $5,747 millions in 1948, an 
increase of 7 per cent. by value compared with the previous year. There was 
an overall favourable balance of $473 millions. With the United States the 
Dominion had a debit balance of $284 millions, against $918 millions in 1947. 
The favourable balance with the United Kingdom narrowed to $389 millions 
from $564 millions in 1947. 

China 

The Communist authorities in North China have set up the “ People’s 
Bank of China’ to supervise currency and finance in the areas under Com- 
munist control. The bank controls the activities of private banks operating 
in North China and has made a unified issue of notes replacing all other currency 
circulating in this region. It has been officially indicated that the backing for 
the new currency may consist of ‘‘ materials for the maintenance of livelihood, 
such as foodstuffs, cloth, etc.’’ 


Colombia 


The Exchange Control Office has undertaken an overhaul of the exchange 
control system. The present grouping of imports is being revised and in 
future applications to import will be considered in relation to the abundance 
or scarcity of the article in question, not merely its grouping. Individual 
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importers’ quotas are also being reconsidered. New regulations governing the 
use of Exchange Certificates are being drawn up. The movement of capital 
into the country is another matter under examination. 


Eire 
Trade returns for 1948 show that the adverse balance of payments on visible 
account was {&9.1 millions, compared with {91.8 millions in the preceding 
year. Exports at £47.5 millions were £8.0 millions higher than in the preceding 
year. Imports were higher by £5.3 millions, at £136.7 millions. Of Eire’s 
total exports, £33.7 millions went to the United Kingdom. Imports from 
Britain amounted to {71.3 millions. 


France 

The French trade deficit in 1948, excluding the French colonies, amounted 
to Frs, 225,100 millions, compared with Frs. 132,222 millions in 1947. Imports 
were valued at Frs. 464,860 millions and exports at Frs. 239,760 millions. 
With the United Kingdom, France had a trade surplus of Frs. 13,307 millions, 
but there were substantial deficits with other sterling area countries. French 
imports from the United States, at Frs. 108,406 millions, far outweighed 
exports, which totalled only Frs. 15,716 millions. 


Germany 

The Joint Export-Import Agency of the Anglo-American Bizone has 
announced a revised import procedure to be brought into operation from the 
beginning of this month. It is hoped that it will ‘be possible to import, from 
the proceeds of German exports, aaa to the value of $1,000 millions, compared 
with $450 millions in 1947. The amount of foreign exchange to be released for 
the various classes of goods will be determined by an import advisory com- 
mittee composed of Allied and German representatives. Importers may then 
apply for foreign exchange at specially accredited banks. Applications will be 
dealt with on a “ first come, first served’ basis, though no importer will be 
granted exchange to the value of more than one-fifth of the total fixed for any 
given commodity. It is intended to introduce the new system gradually, 
though it is hoped that by the middle of 1949 most imports, other than E.R.P, 
will be handled by German importers. 

The occupation authorities have denied that German exports based on the 
rate of 30 U.S. cents per Deutschemark are likely to enter into unfair com- 
petition with the products of other countries. 

The German constitution-making bedy at Bonn has agreed upon a proposal 
to give the future West German Federal Government the right to create a 
note-issuing bank under its control. The project would supersede the present 
Bank of the German States which, by virtue of its charter, is controlled by 
the Allies and strictly independent of German political authority. 


India 


The Indian Minister for Industries has declared that the‘Government does 
not contemplate the nationalization of industries other than those already 
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under Government direction and management, i.e. arms and ammunition, 
railways, and production and control of atomic energy. The State had, 
however, assumed primary responsi bility for the development of new under- 
takings in six other industries—coal, iron and steel, aircraft manufacture, ship- 
building, manufacture of telephone and other communications apparatus, and 
mineral oils. The policy of the Government was that existing undertakings 
in these fields will remain with private enterprise for at least to years and 
will be assisted during this period to increase their efficiency and expand their 
production. The question of their ultimate acquisition by the State will be 
reviewed at the end of the Io years in the light of the circumstances then 
prevailing. The Government's policy as regards the rest of the industrial field 
was that no State monopoly was intended and private enterprise would be 
welcome and free to play its rdle in this sphere. 

The Government has introduced a Bill providing for the development of the 
Indian tea industry under the control of the Central Government. 


[taly 

Trade discussions with the United Kingdom have resulted in plans which 
should lead to a substantial expansion in trade between the two countries in 
1949. British exports to Italy will include larger quantities of machinery to 
aid Italian industrial re-equipment. Italian exports to the United Kingdom 
will cover a wider range than formerly. Negotiations between the two 
countries for a new payments agreement and for a navigation treaty are to 
take place later in the spring. 


Netherlands 


The Finance Minister has revealed that a Bill is being presented to the 
Dutch Parliament providing for the alleviation of taxes that hamper the 
development of trade. The reform measure will be concerned largely with the 
adjustment of the system of fiscal relief both in respect of depreciation and of 
compensation for losses. A modest relief of the taxation on incomes and 
wages is also proposed, but the Minister has stated that, in general, taxation 
must remain at a high level owing to the need to keep a brake on consumption 
in order to maintain monetary equilibrium. 


Persia 
The Imperial Bank of Iran, which is British owned, has been informed 
by the Persian Finance Ministry that, following the expiry of its concession 
at the end of January this year, it will now have to observe all internal regula- 
tions governing the activities of Persian private banks. 


South Africa 
Mr. Havenga, the Union Finance Minister, stated in a review of the 
country’s economic situation that he did not think the argument could be 
sustained that the South African currency was in a state of fundamental 
disequilibrium rec quiring a depreciation. The Minister argued that the importa- 
tion of capital equipment was a muc h more serious aspect of the external 
payments’ problem than that of cons umption goods, which would, if necessary, 
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be more severely restricted. In order to obviate more severe restrictions on 
dollar trade the Union was engaging in negotiations with the U.S. Export- 
Import Bank for a “ line of credit ’’. Mr. Havenga gave the impression that, 
for the long term, the Union Government was pinning its faith to the develop- 
ment of the new Orange Free State goldfield and the setting up of new indus- 
trial projects in the Union. To facilitate these developments, he asked for 
an end to extravagance. 

The Union Government's decision, announced in this speech, to sell 12,500 
ounces of gold per week over a period of eight weeks at $38.20 per fine ounce 
for export as processed metal has drawn a rebuft from the International 
Monetary Fund, but the Union Government has argued that the transaction is 
within South African obligations assumed under the Bretton Woods Agreement. 

The Government has raised the £20 millions it wanted from the issue of a 
new 3} per cent. loan, but £12} millions is stated to have been subscribed by 
the Public Debt Commissioners 


Spain 
[he Chase National Bank of New York has agreed to make a loan of $20 
millions to Spain. The terms of the advance have not been made public, but 
it is believed that it is intended to use the proceeds mainly for the purchase of 
fertilizers and farm machinery to increase agricultural production. 


Sweden 


Che State Committee which was appointed to examine the advisability 
of nationalizing the Swedish banking system has reported that such action 
would not be in the interests of the country. 


Switzerland 


The net profit of the Swiss National Bank in 1948, at about Sw. Frs. 5.4 
millions, showed little change when compared with the previous year. During 
the year the bank gained gold to the value of Sw. Frs. 200 millions from 
foreign central banks, and this, with a transfer of Sw. Frs. 434 millions from 
the Swiss Confederation, brought the bank’s total gold stock up to Sw. Frs. 
5,821 millions. Of this total, about two-thirds is held overseas. The note 
circulation rose by Sw. Frs. 211 millions during the year to Sw. Frs. 4,594 
millions ; in the previous year the increase was Sw. Frs. 292 millions. 


United States 


The Government has ordered an investigation into the recent slump » 
farm commodity prices. The Secretary for Agriculture has stated that he 
‘could see nothing ”’ in the ‘‘ basic economic situation ” to warrant the break 
in prices and suggested that some of the decline could be attributed to “ specula- 
tive influences ”’. 

Two of the President’s economic advisers, Mr. Keyserling and Mr. Clark, 
have given it as their opinion that inflationary pressures in the United States 
remain strong, especially in the industrial sector, and that the current decline 
in the prices of farm products may cause serious disparity between agricultural 
and industrial areas. 
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Life Assurance in 1948 
By Leo T. Little 


f last the curve of new life assurances is flattening out. It reached its 
A pet about the middle of 1948 and then formed a plateau at a rather 

lower level. Whether a dip or another summit lies ahead is a main concern 
ff life assurance agents and inspectors, but there are probably few among them 
who can yet see any signs of quite such easy selling of policies as in the halcyon 
days of 1947 and the first half of last year. 

Largely because of that half-year, the total of new business in 1948 was 
about the same as in 1947. As will be seen from the table on page 220, the 
total sums assured of fifty-six of the most important offices amounted to 
{503.6 millions last year; the corresponding figure was £501.6 millions in 
1947. The changes in new life business obtained during 1948 compared with 
1947 were fairly evenly spread among the offices. There were few conspicuous 
gains or losses in relation to the previous year. 

To what must the recession of the second half of 1948 be ascribed ? There 
can be little doubt that the main cause was the disinflationary effects of Sir 
stafford Cripps’s tightening up at the Treasury. Previously, life assurance 
had ridden on the crest of an inflationary wave of purchasing power. The 
iemobilization gratuities of men from the Forces, which had supplied the 
means for many new policies in 1945 and 1946, were virtually exhausted during 
the latter year, but the general inflationary movement which then gathered 
force provided a more powerful flow of “ loose’? money, much of which moved, 
as if by gravity, into the life assurance offices. But by mid-1948, all that seemed 
to be over. The life assurance salesman discovered afresh the state of mind 
called ‘‘ sales-resistant ’’. Competition became keener. Big proposals no 
longer created themselves. 

To this main general factor there have to be added some more particular 
mes. It is unlikely that the changes in the income-tax reliefs for life assurance 
premiums, brought in by the Finance Act, 1948, had any very far-reaching 
eflect upon new business. But on the whole they probably did not help the 
selling of policies. Their broad effect was to reduce the relief for those paying 
tax at a maximum rate of 6s. in the pound. This affected an income group 
probably fairly sensitive to the net cost (i.e. the premium less tax-relief) of their 
assurance. Relief for those paying tax at the standard rate of gs. in the 
pound was increased, thus assisting assured persons likely to be less concerned 
with relatively small net premium differences. The advent of the National 
Insurance Scheme may have had some depressive effect upon ordinary life 
assurance—with which alone this article deals—but its main effects would be 
telt in the industrial life market. There was, however, some scaling-down of 
senefits under pension and group life policies, to allow for the State cover, 
the value of these policies thus being reduced. It still remains open to question 
whether those are correct who expect the long-term result of the National 
Insurance Scheme to be a greater popularization of all forms of insurance, 
including ordinary life assurance ; many people expect the scheme to compete 
with commercial life assurance. The latter school emphasizes that the retire- 
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NEW LIFE BUSINESS—ORDINARY BRANCH 
Sums ASSURED 
1948 increase 1948 decrease 
1938 1948 on 1947 On 1947 
{ 000's 000’s { o0o's { 000's 

Aili 4,205 5,270 32 ; 
Atlas 4,043 3,920 351 
Beacot 1,291 3,507 51 
Britannic 3,423 $,104 4 
Caledonian ‘ , 2,103 2,374 a 
Clerical, Medical and General 733 4,597 344 
Colonial Mutual (U.K. only 2,786 3,057 1,157 
Commercial Union 5,991 14,059 1,98 
Con. Life (Great Britain only 1,475 4,430 754 
Co-operati 3,275 21,600 1,125 
Crusader oq! 1,507 $74 
Eagle Star 10,313 38,000 7 OOK 

Equitable Life 029 3,900 195 
Equity and Law 3 4,704 1,440 
Friends’ Provident and Century 2,655 7,501 45 
General Life 611 2,076 370 
“st sham ! ife S15 7,300 {oe 
Guardian 1,7 1,016 5 

Imperial Life (U.K. only 487 3,034 7: 
Law Union and Rock 3,420 364 
Legal and General ae 5 35,534 2,68 
Life Association of Scotland ! 2,376 6 
Liverpool and London and Globe 2,851 5,070 20 
Liverpool Victoria 3,572 5,718 207 
London Assurance 2,679 4,404 0 
London Life 2,701 1,962 239 
{ondon and Scottish ; 1,588 1,306 
Manufacturers’ Life (U.K. only) T,105 4,000 I 
Marine and General a ‘ 504 1,655 
Mercantile and General Reinsurance 841 4,750 
Midland Employers’* 1,089 
National Farmers’ + 670 3,165 
National Mutual Life. . 1,082 1,862 
National Provident 2,047 3,840 
North British and Mercantile 5,327 8,799 i 
Northe mn oe 1,731 3,403 (97 
Norwich Union Life 11,750 28,500 3,500 
Pear] ; a ala 8,231 15,700 3,300 
Prudential (ex-group life) 28,325 33,000 6,000 
Refuge .. 7,895 13,600 2,300 
Royal .. 5,17 8,144 172 
Royal Exchange 4,359 4,180 202 
Royal London 5,526 8,447 565 
Scottish Amicable 2,131 5,512 70 
Scottish Equitable 1,536 3,150 37 
Scottish Lite 2,317 3,393 402 
scottish Provident 3,159 4,143 185 
Scottish Temperance , 1,575 1,755 351 
Scottish Union and National 2,539 2,890 4s 

cottish Widows 5,241 10,370 1,552 

tandard Life 6,466 18,589 2,224 
Sun Life 21,6060 33,800 2,105 
UK. Provident 5,110 5,510 1,754 

niversity Life 340 537 O2 
Wesleyan and General 1,498 3,537 G7 
Yorkshire 3,030 5,000 259 
235,146 503,008 27,90* 25,925 
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LIFE ASSU RANCE IN 1948 


RO 
| a 
—— 








ment benefits under the scheme are equivalent to an endowment policy of 
{750 for the average man and {1,000 for the average woman. 

All this is not to say that in the second half of 1948—and at the present 
time—a very great deal of new life business is not being written. Only in 
comparison with, say, the eighteen months from the beginning of 1947, is the 
current picture rather gloomier. Gloomier, at least, for life assurance agents, 
whose commission is mainly geared to their new business, and for the offices 
which still aim at greatly expanded new business figures. Inspection of the 
accompanying table will reveal the interesting fact that i in spite of the increase 
in the total new business of all the offices by more than 100 per cent. over 
the period 1938 to 1948, a number of offices has shown only a slight increase, 
or even an appreciable decline, in their new business over this pe eel These 
offices, it will be seen, included some of the best-known; it is obvious that 
they could have shared in the general up-surge had they cared. For the 
most part, they deliberately refrained from doing so, not wishing to be 
embarrassed by a great inflow of funds when investment opportunities were 
at their worst. In a number of instances, this reluctance took the form of 
refusing to embark so enthusiastically as other offices—particularly the newer 
ones—in the promotion of pension and group life schemes. 

Another factor which demands mention in any attempt to put the new life 
figures in their proper perspective is the decline in the value of money. The 
£235 millions of sums assured in 1938 is not much—if at all—smaller in real 
terms than the £504 millions of 1948. 

A feature of the post-war business, particularly in 1948, has been the volume 
of assurance from overseas. Not many of the life offices transact assurances 
abroad—in marked contrast with the enormous oversea business in the fire and 
accident branches—but those few offices that do so have recorded quite 
important foreign and Dominion assurances. The Prudential, the largest 
of these, wrote {24 millions of sums assured last year, out of its total, at 
home and abroad, of £83 millions. There has been some evidence of at least 
a theoretical interest by some other offices in the possibilities of an expanding 
market for life assurance abroad, though the investment of funds in foreign 
countries to correspond with the liabilities contracted there—usually regarded 
as a necessary procedure even if not enforced by the national law—is a sufficient 
deterrent for most. However, there is a premium income of roughly £13 
millions a year on life assurance by British offices abroad, with sums assured 
ageregating more than {300 millions. The British Insurance Association, in 
publishing these figures during February, added that: ‘‘ Most of the profit 
of life assurance business is returned to policyholders in the form of bonuses, 
but these transactions, which are all of a long-term character, reflect the 
confidence of many thousands of policyholders overseas in the strength and 
integrity of the British companies and the continuing credit of the United 
Kingdom ”’ 

The mortality experience of the offices and the rate of their interest earnings 
on life funds were analysed fully in these columns last year (see THE BANKER 
of August, 1948, page 103, and of December, 1948, page 175). It suffices to 
add that in recent months the improvement in mortality and the slow rise in 
earned interest have continued, with self-evident advantages to the business 
of life assurance. 
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Publications Received 


Advertising Expenditure and the Revenue of the Press, A Statistical Analysis, by Nicholas 
Kaldor and Rodney Silverman. Economic and Social Studies VIII (Cambridge University Press 
for The National Institute of Economic and Social Research, pp. 199, price 15/-). 

Banking System in India, An Outline of, by M. V. Subba Rao (Vora & Co., Publishers, Ltd., 
Bombay, pp. 162, price Rs. 6). 

British and American Industry, Comparative Productivity in, by L. Rostas. Occasional Papers, 
XIII. (Published for the National Institute of Economic and Social Research, by Cambridge 
University Press, pp. 263, price 18/-.) 

Building Societies Year Book, 1948. Official Handbook of the Building Societies Association 
(Franey & Co., Ltd., pp. 471, price 18/-). 

Capital Levy under the Finance Act, 1948, The Special Contribution or, by J. H. Munkman 
(Solicitors’ Law Stationery Society, pp. 39, price 3/6). 

Finance Act, 1948, Special Contribution under the, by W. G. Mortimer (Butterworth & Co, 
(Publishers), Ltd., pp. 24, price 5/-). 

Companies Act, 1948, Index to (published for The Chartered Institute of Secretaries by 
W. Heffer & Sons, Ltd., pp. 76, price 5/-). 

Council of the Corporation of Foreign Bondholders, 74th Annual Report for year ending 
December 31, 1947, pp. 350, price 7/6. 

Death Duties, by K. McFarlane (Stevens & Sons, Ltd., pp. 128, price 4/-). 

Development and Compensation. A guide to the Town and Country Planning Act, 1947 (As- 
sociation of British Chambers of Commerce, pp. 118, price 4/-). 

Executorships and Trusts (Second Edition), by J. H. Phillips and G. E. M. Jenkins (Pitmans, 
Pp. 405, price 30/-). 

Finance, The Elements of, by Lionel Mundy (Pitmans, pp. 92, price 7/6). 

Income and Employment, Fluctuations in (Third Edition), by Thomas Wilson (Pitmans, 
pp. 217, price 20/-). 

Income Tax for Everyman (second edition), by R. A. Butler (Pen-in-Hand Publishing Co., 
Ltd., pp. 72, price 3/6). 

Issming House Year Book 1948 (12th Edition) (The Times Publishing Co., Ltd., pp. 412, price 
30/-). 
New Issues. Quotation Rules and Procedure of the Council of the Stock Exchange, London 
(Times Publishing Co., Ltd., pp. 81, price r/-). 

Modern Office Management (Fifth Edition), by H. W. Simpson. The general principles of 
office organization and administration and their practical application. (Pitmans, pp. 237, 

rice 1o/-). 
. Bove The Veil of, by A. C. Pigou (Macmillan & Co., Ltd., pp. 150, price 8/6). 

Paimer's Company Guide (36th Edition). A Manual of Everyday Law and Practice, By 
J. Charlesworth (Stevens & Sons, Ltd., pp. 296, price 6/6). 

Planning and the Price Mechanism, The Liberal-Socialist Solution, by James Edward Meade 
(George Allen & Unwin, Ltd., pp. 130, price 8/6). 

The Companies Act, 1948, by J. C. Arnold (Pitmans, pp. 80, price 6/-). 

The New Requirements for Companies affecting Secretaries and Directors, by Frank H. Jones 
(Barkeley Book Co. Ltd., pp. 26, price 2/6). 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 








Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
Capital Fully Paid ~- . - ~ - Rials 300,000,000.— 
Reserves (Banking Department) - - Rials 900,000,000.— 
Reserves (Issue Department) - - - Rials 1,000,000,000.— 


Governor and Chairman of the Executive Board: ABOL HASSAN EBTEHAJ 
Head Office : TEHRAN, IRAN (Persia) 


Over 165 Branckes and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
transactions, provides special facilities for Documentary Credits, etc., and with its numerous 
in Iran deals with every description of banking business. 


ADMINISTERS NATIONAL SAVINGS 
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y Press eee. Pe = 4 
, Ltd., National Savings 
es (£ millions) 
‘bride. Savings Savings 
P Certi- Defence Savings Certi- Defence Savings 
ciation ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net)* Small (net) (net) (net)* Small 
nkman soem 2 s 44.3 19.8 108.7 172.8 1947 Sept... — 0.3 — 5.3 9.6 4.0 
mE ss 28.1 56.8 9€.5 239.97 Oct. .. - 0.4 — 6.2 8.4 1.8 
& Co er 3.5 30.3 99.7 142.1 Nov. .. 6.9 — 8.8 12.9 Ir.o 
7 Re as 39.2 87.2 76.4 202.8 Dec. 9.9- 10.1 — 4.1 — 4.3 
‘ies by a aoe 13.2 62.0 120.7 195.9 1948 Jan. .. 14.9- 7-8 34.4 41.5 
; ae ds 1.0 95.9 36.2 133.1 Feb. .. 9.2~-~10.6 14.3 12.9 
ending mM 1. =31.2 13:4 956 4-8 Mar. .. 5-3 — 11.5 5:9- 0.3 
W ... 10.8 17.9 11.8 40.5 April .. I.4- 7.2 9.6 3.8 
May .. — 2.5 - 14.9 3.8 — 13.6 
47 (As- ae ae 39.7 20.4 27.0 87.1 June... -—1.2-— 9.1 0.3 -— 10.0 
; m= < 49.3 - 3-7 -19.6 17.0 July .. —5.5-— 10.4 —- 6.8 — 22.7 
itmans, aa 2.7 -— 19.8 2.9 — 14.2 Aue, os =%153 = 8.2 4.8 — 4.6 
més 16.4 — 25.1 17.2 8.5 Sept. .. 2.3 —- 1.8 8.3 8.8 
Ot a. = 2.7 = 2. ‘ ; 
tmans, 1948 e se 29.4 - 29.9 54.6 7. Nov... - a - 22 is re 
oe = BeZ— SE-S FSF = Be Dec. .. ~2.3—- 1.3= 9.6 — 13.2 
ng Co., mt 1... =—4.5 = 2.3 6.4 — 18.4 3 3 ° 3 
vw. =-7.2= §.8 8.3 -— 4.7 1949 Jan. .. 3.7 - 0.8 24.0 26.9 
2, price * Including Release Benefit Accounts from July, 1945. 
-ondon . 
Ordinary Revenue and Expenditure 
ples of Year to Ord. Ord. By Ord. Ord. 
Soe Mar. 31 : Exp. Rev. Deficit Quarters : Exp. Rev. Deficit 
3 , {m 
a £m {m {m. 
- B £m sm £m 1945 III .. 1443.7 750.5 693.2 
: 7 1938 =... =808.1* 872.6 25.5* r a -- 1386.2 667.8 _? 
I = _8* 27. 27.5 194 sé SSR 1253-5 3.9 
Meade vend — . sli = wi II .. 902.0 629.0 273.0 
1940 ++ 1809.7 ee 760.5 Iii .. 918.3 912.1 206.2 
rs se" + 3867.2 1408.9 2458.3 IV .. 861.1 738.6 122.5 
, Jones 1942, «. 4775-7 2074.1 2701.6 1947 I... 1228.9 1261.5 32.6f 
1943 -« $623.2 2819.9 2803.3 xs 619.8 840.1 220.3% 
1944 .. 5788.4 3038.5 2749.9 - oe =e —. vig, | 
1945 .. 6057.8 3238.1 2819.7 8 I . Page m. a 3-4 
1946... 74.8 284. 2190 4 tes “9 op ty 
94 5474 3294-5 90.3 Hi «ce @©6 98 794.8 181.of 
1947, «» «= 3910.3 3341.2 569.1 |i ne 831.7 80.2¢ 
1948 oo gf87.2 3844.9 657.8f IV .. 998.4 802.7 I1.3f 
* Allowing for loan expenditure. f Surplus. 
Floating Debt 
Feb. 21, Jan. 29, Feb. 5, Feb. 12, Feb. 19 
‘ 1948 1949 1949 1949 1949 
Ways and Means Advances : {m. £m. {m. fm. £m. 
Bank of England es oe — — — — 17-5 
Public Departments ‘a oo 467.6 368.3 359.6 386.4 408.7 
Treasury Bills : 
Tender .. i aa ss 2560.0 2210.0 2210.0 2210.0 2210.0 
Tap ss 7 = .. 2346.8 2160.5 2197.0 2199.4 2167.0 
Treasury deposit receipts sen i. ‘3296.56 1310.0 1184.5 1099.5 1049.5 





6190.9 6048.8 5951.1 5895.3 5952.8 
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Hull, to be manager. York, Parliament Sireet: Mr. W. R. Wilkinson to be assistant manager. 
National Provincial Bank—Mr. Herbert Henry Merrett has been appointed a director. 


11 9 Treasury Deposit Receipts 
tk Raised Redeemed Outstandingt 
= {m. £{m. {m. 
x | = 1947 June 30* .. os ie 110.5 132.0 1442.0 
2) | wy Sept. 30 .. ee ae 453-0 483.5 1292.5 
rials mee: SF ne ee 175-5 110.5 1402.5 
5 > ‘ 1948 March 31 .. ie PP 545.0 455-0 1291.0 
wg Tune 30 .. os oe 269.0 178.0 1408.0 
~T oO] k Sept. 30 .. ee = 559-5 542.0 1449.5 
1 $ Oct. 30 .. ny ee 389.5 404.0 1435.0 
1 O17 mee DF ax vw — 110.0 113.0 1432.0 
Pet) Dec. a as we <s 260.0 181.0 1511.0 
Bhi 1949 Jan. 29 .. - or — 201.0 1310.0 
1 | a) 3 * Periods ended on last Saturday in each month, except at final month in each quarter. 
x | Sie t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
2) | om | & 1948 Net New 1948 Net New 
_t wis Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
> | O]fe¢ Aug. 28 .. — = — Dec. £4 80.0 65.0 15.0 
S < Sept. 4... 150.0 135.5 14.5 » IE .. 60.0 59.5 0.5 
wia@ os Il .. 110.0 105.0 5.90 ia IS 2. 80.0 24-5 55- 
7" e » 8... 3490:0 1906.0 -- ‘ ae 40.0 20.0* 20.0* 
~ | N13 = 2§ «- 90.0 80.0% 10.0* 1949 
2h Sere Oct: @..< 1270,:0 165,0*° - 15.0* com, Ss oo 20.0* — 20.0* 
: | oll “ 9 .. 160.0 160.0% — * 8 — 30.5% — 30.5* 
2) | ok im . 16.. @@.0 126.5 — 26.5 re 15 —- 16.5 — 16.5 
a ee — we §0.0 37.5 12.5 ‘ 22 — 127.0 -127.0 
ya} O71 S 20 2 — 3-0 - 3-0 so. @ — 19.5 — 19.5 
~1 8 % Nov. 6.. — ~- — Feb. 5 25.0 150.5 -125.5 
N1o i A a: == 16.0 - 19.0 a. ¢ oe 25.0 I10.0 — 85.0 
nit M a ie 70.0 58.5 II.5 19 70.0 120.0 — 50.0 
2) Sie ts oP a< 40.0 38.5 1.5 
; | ie * Unofficial figure. 
Bit — a 
I Appoi d Retir 
sy eI ppoimtments an etirements 
a | 8 + Barclays Bank (D., C. & O.)—Mr. Robert William Foot, O.B.E., M.C., has been appointed 
olf: a director. 
“2B 9 Lloyds Bank—Sirmingham, Jamaica Row: Mr. R. M. Evans, from Leamington Spa, to be 
2 | ro. é manager on retirement of Mr. J. C. J. Tidsall. Cardiff, Crwys Road: Mr. J. G. L. V. Thomas, 
4 j oof from Cardiff, to be manager on retirement of Mr. E. J. Richards, M.B.E. Cleckheaton: Mr. J. 
> I t Eastwood, from St. Annes-on-the-Sea, to be manager on retirement of Mr. D. Parker owing to 
| wie ill health. Cricklade : Mr. F. S. Redston, from Wotton-under-Edge, to be manager. Dorchester : 
weormenem | Mr. L. J. Wynn, from Tiverton, to be manager in succession to the late Mr. L. W. Palmer. 
: S & Gloucester: Mr. R. D. Saunders, an inspector, to be assistant manager on retirement of Mr. 
Q | oe he M. G. L. Blackmon, M.C., owing to ill health. Hove, Portland Road: Mr. R. C. Osborn, from 
- 4 Worthing, to be manager. Kenilworth: Mr. A. M. Woodward, from Commercial Road, Ports- 
Dy) S13 mouth, to be manager on retirement of Mr. C. H. Sutton owing to ill health. Lampeter (also & 
A | | Tregaron) : Mr. J. P. Evans, from Llandyssul, to be manager in succession to the late Mr. J. O. 
ae oe be Morgan. Leicester : Mr. D. Thompson, of inspection staff, to be sub-manager. Liverpool, Exchange: 
4“, » * Mr. G. E. Brierley, from St. Annes-on-the-Sea, to be sub-manager. Liandyssul: Mr. I. F. 
; ‘ Morgans, from Llandilo, to be manager. Lianfairfechan (also Penmaenmawr) : Mr. G. T. Ellis, 
: from Pwllheli, to be manager. Lyme Regis: Mr. V. V. Flynn, from Weymouth, to be manager 
- on retirement of Mr. H. W. Hayter owing to ill health. Newton Abbot: Mr. W. G. B. Paynter, 
; of inspection staff, to be sub-manager. Penarth: Mr. N. F. Anstice, from Cardiff Docks, to be 
4 : manager on retirement of Mr. D. J. Lewis. Tiverton: Mr. J. A. B. Hoare, from Newton Abbot, 
: = to be manager. Warminster: Mr. W. H. Beer, from Cricklade, to be manager on retirement of 
A 4 Mr. W. A. Edwards. Warrington: Mr. F. Holehouse, from Head Office, to be manager. 
RB Ry Weymouth : Mr. C. Collins, of inspection staff, to be sub-manager. 
- as Martins Bank—Mirfield : Mr. A. C. Alderson, from Elland, to be manager. Radcliffe: Mr. G. 
2 & 4 Healey to be manager on retirement of Mr. G. Dawson. Sowerby : Mr. G. K. Dyson, from Mirfield, 
: & “ to be manager on retirement of Mr. W. A. Taylor. 
Z ti Midland Bank—Grimsby, Victoria Street: Mr. J. W. Boyd, of Cleethorpe Road, Grimsby, to 
3 be manager on retirement of Mr. E. Dixon ; Cleethorpe Road : Mr. S. E. Hildred, of Newland, 
: ? 
5 
y 
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The Easy Way 


TO INVEST MONEY 


Buy National Savings Certificates the 
Bank way—it is simple, automatic and with- 
out any additional charge to you. You just 
sign the special Banker’s Order form which 
your Bank Manager can now give you. 


authorising either a single purchase of 


National Savings Certificates, or a regular 
monthly investment. That is all you have to 
do—and with a stroke of the pen you will 
have helped to secure your own future, and 
your country’s prosperity. 

You can now hold 1,000 10/- units of the 
new Certificate, and in ten years this £500 
will have grown to £650 free of tax. Secure 
for yourself this profitable gilt-edged invest- 
ment by calling on your Bank Manager. 


SAVE—The Bank Way 





Issued by the National Savings Commut:ee 
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AAKTYAOIrPA®H2 IN 


The Greeks have a word for 
“TYPEWRITING.” So have 
the Portuguese, the Burmese 
and the Cingalese. And 
wherever these languages— 
and many others—are used 
commercially, there is a 
great demand for Imperial 
Typewriters. No wonder 
we cannot supply as many 
machines for the home 
market as we would like. 


Imperial 
The Worlds most versatile 


Typewriter 


THE LONDON COMMERCIAL 
INVESTMENT COMPANY Lid. 


Members of the Association 
of Stock and Share Dealers 


@PROVIDES additional capital to 
small businesses 

@ NEGOTIATES sales of shares in 
private Limited Companies 

@ INTRODUCES buyers for shares 
of one or more retiring directors 

@ ACTS as Consultants to private 
investors, and negotiates partner- 
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MIDLAND BANK 
LIMITED 


SUSTAINED INCREASE IN BUSINESS 


IMPORTANCE OF SOUND INTERNAL 
ECONOMY 


INFLATION: BUDGETARY MEASURES 
AND THEIR EFFECT 


LORD LINLITHGOW ON THE TAXATION 
BURDEN 


holders of the Midland Bank Limited 

was held on February 11 at the Head 
Office, Poultry, London, E.C.2. The Most 
Hon. The Marquess of Linlithgow (the Chair- 
man) presided. 

Resolutions were passed for the adoption 
of the Report of the Directors and the audited 
Statement of Accounts for the year ended 
December 31, 1948, and for the payment on 
February 14 of a dividend at the rate of 8 per 
cent. actual, less income tax, for the half-year 
ended December 31 last. Sir Harold E. 
Yarrow, Bt., C.B.E., and Sir Thomas A. L. 
Brocklebank, Bt., were re-elected as directors, 
and Messrs. Whinney, Smith and Whinney as 
auditors. The proposed new articles of 
association were adopted. 

Sir Cassie Holden, Bt., moved and The Right 
Hon. Lord Blackford seconded a vote of thanks 
to the staff, which was responded to by Mr. 
W. G. Edington, a Chief General Manager. 

The meeting closed with a vote of thanks to 
the Chairman, proposed by Mr. Cyril Baddeley 
and seconded by Mr. Humphrey Whinney. 


TT annual general meeting of share- 


_The following is the Chairman’s statement 
circulated to the shareholders beforehand : 

Business men are not alone in being assailed, 
from time to time, by a feeling of bewilderment 
in face of a multiplicity of happenings, not to 


mention plans, proposals and arguments about 
them, which may have a bearing on the conduct 
of their affairs. To absorb all relevant in- 
formation and give each item its due weight in 
reaching judgments on current problems is 
indeed a task that makes increasingly heavy 
demands on time and capacity. To some extent 
this characteristic of our age is due to the vast 
development of means of assembling, collating 
and communicating facts and views; we live 
under a constant, relentless deluge of news and 
opinions. To some extent it may be traced also 
to the fact that many branches of human 
activity have been newly brought within the 
range of public concern. Perhaps more than 
all, it springs from the increased momentum of 
events in this scientific age, when the interval 
for reflection before action has been reduced 
almost to the point of disappearance. 

This seeming confusion of events prevails in 
monetary relations no less than in the broad 
field of economic life in general, and if I con- 
centrate upon monetary relations it is only 
because these are of special concern to the 
banker, though indeed they touch the affairs of 
business men everywhere and have an import- 
ant influence on the lives of entire communities. 
Is it possible, it may be asked, to discover any 
trend or any governing ideas which may give a 
semblance of order to the multifarious changes 
taking place in the details of international 
monetary arrangements? The only way we 
can hope to do so is by standing back and 
gaining such clarity as may come from a long 
perspective. 


TRENDS IN INTERNATIONAL 
ECONOMICS 


I suggest that a clue to the puzzle can be 
found in a few statistical estimates concerning 
the economic activity of the world as a whole. 
It seems that the world’s manufacturing out- 
put, if we compare the latest available totals 
with those for the period just before the war, 
has grown in volume by nearly one-third ; 
meanwhile, its agricultural production has 
barely, if quite, recovered to the pre-war level, 
and there are eleven mouths to feed for every 
ten in 1938. In relation to these movements it 
is a striking fact that the volume of inter- 
national trade remains smaller than it was. 
The inference is that increased output has been 
largely confined within national borders, while 
we know also that it has been concentrated in 
particular countries ; the course of production 
has been uneven, and its growth has failed to 
exercise the pervasive effect, experienced in 
former times, on standards of living throughout 
a world brought closer together by techno- 
logical advance. It may be said, with force, 
that the war created such grave disruption as 
to obstruct this pervasive effect of progress in 
the arts of production ; but a still longer view 
suggests that other factors also are at work. 
By 1938, it is computed, the world’s agri- 
cultural output was nearly one-quarter larger 
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than in 1913, and industrial production was 
greater by more than four-fifths; yet, with a 
population increased by almost one-fifth, the 
volume of international trade had grown, on 
the net movement over the period, by only 
one-eighth. Thus the vast expansion of the 
world’s productivity in the past three or four 
decades has not been reflected to anything like 
the full extent in the exchange of goods across 
national boundaries. The disparity can be 
explained in part by reference to changes in 
trade policies and practices; there is, for 
instance, the fact that the world has become 
more tariff-minded than it was in the early 
vears of the century, together with the con- 
sciousness of military vulnerability enforced 
by two world wars and the pressure towards 
industrialization which seems to follow natur- 
ully from the extension of democratic ideas and 
processes. Allowing for all these factors, how- 
ever, it would appear that monetary changes 
too may well have their share of responsibility. 


CONTRAST WITH 
International monetary relations present, 
indeed, a striking contrast if we set the position 
in 1938—still more the position as we know it 
to-day—over against that prevailing at the 
outbreak of the first world war. At that time, 
which now seems immeasurably far-distant, 
it was realistic to speak of ‘‘ one world ”’, for 
individual countries were part of a unity which 
was accepted as being in the natural order of 
things. The currencies of practically all 
countries stood in fixed and effective relation- 
ships to gold, either direct or through sterling. 
In a sense the world was on a sterling standard 
ind sterling on a gold standard, and the various 
money markets were closely responsive one to 
another, so that the course of domestic 
monetary conditions ran along parallel] lines 
There was free movement of money and capital 
as well as trade, and London served as the 
world’s leading centre for the provision of both 
capital and short-term credit. Governments 
had very little to do with these matters, and 
monetary affairs, as far as they were not in the 
natural sequence of events, were regulated by 
banks which had come to occupy, in the course 
of evolution, a special position as “ central 
banks ’’. Put shortly, in the world’s monetary 
affairs unity and freedom prevailed under what 
might be called the ‘‘ benevolent autocracy ”’ 
of London, 
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AFTERMATH OF WAR 


Che first great war disturbed the underlying 
economic relations, particularly between debtor 
and creditor countries, and the distribution of 
industrial activity which had shaped itself 
under conditions of competitive enterprise in a 
world at peace; moreover, it resulted in the 
drawing of new international boundaries across 
important parts of Europe. The generally 
accepted economic objective, when the war 


was over, can be described as reconstruction 
proper, that is to sav, a return to the con- 
ditions of 1914. In course of time, however, 
it became clear that the shock to the world’s 
trading and financial systems which the war 
had given could not be quickly absorbed, while 
reconstruction efforts miscarried in that they 
induced over-lending and inflation followed by 
deflation, depression and default. The basic 
changes had been too deep-seated to permit the 
straightforward sitation of the former 
svstem: and althoueg with the widespread 
return to the gold standard, it seemed as if 
world unity was well on the way to being 
restored. before long acute economic troubles 
reasserted themselves, in forms more difficult 
to overcome than before. Economic autarchy 
spread itself over Europe and other parts of the 
world ; problems of external payments led to 
widespread exchange controls, and the flow of 
international lending became a trickle. Govern- 
ments were forced into active participation in 
the making and carrying out of monetary 
policy, both internal and external. The out- 
come was a divided world of currency blocs— 
a sterling bloc and a dollar bloc, with hazy 
fringes, and various lesser constellations or 
unattached units—and the lately restored 
stability gave place to wide fluctuations in 
exchange rates, which took a long time to bring 
within reasonable compass. Money was still 
free to move from place to place within the 
sterling bloc, and there were no restrictions on 
the transfer of funds beyond its borders; but 
many countries resorted to the new technique 
of exchange control, and the characteristics of 
world monetary arrangements lay in the inter- 
vention of governments, the crystallization of 
disunity and the diminution of the area of free 
movement of capital and credit. Thus the 
picture of monetary relations was far different 
at the outbreak of the second great war from 
that which had presented itself when the first 
war shattered the complacency of a world 
convinced of the inevitability of progress. 
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THE NEW PATTERN FOR A 
WORLD ECONOMY 


The second world war proved far more 
destructive than the first of the former pattern 
of economic relations. Perhaps because this 
was foreseen, perhaps also because of unhappy 
experience after the first war, one heard very 
little, in discussion of post-war plans, of setting 
up the state of things in 1938 as the objective 
of effort after the attainment of victory. There 
was no looking back, but rather a tendency to 
think in terms of new schemes and new arrange- 
ments which should mark a deliberately con- 
trived improvement on the old. Through the 
necessity of authoritarian management which 
modern war entails, governments had _ been 
forced to concern themselves far more thor- 
oughly and decisively than before in economic, 
including monetary, affairs ; and many of the 
economic instruments of war were turned, in 
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this country, to the fulfilment of the purposes 
of peace. Exchange control and regulation of 
capital investment have become firmly estab- 
lished, and conditions have proved unfavour- 
able to their withdrawal. The sterling area is 
now seen as a form of joint administration for 
the purpose of regulating relations with other 
currency units, though movements between 
different parts of the area are still substantially 
unregulated. The only major currencies which 
enjoy anything approaching full convertibility 
are the United States dollar, the Canadian 
dollar and the Swiss franc. These facts are 
symptoms of acute and chronic strain between 
currencies, typified by the “‘ dollar shortage ”’ 
felt almost everywhere except in the United 
States. For the time being a somewhat pre- 
carious equilibrium has been established with 
the help of the old technique of dollar loans, 
now principally from official sources, and of 
“Marshall aid ’’—the post-war variant of a 
war-time invention—but progress towards a 
world economy based on lasting and assured 
equilibrium is painfully slow. International 
relations, in trade and finance, are character- 
ized by little unity and less freedom. 

What, then, is the new pattern of inter- 
national relations towards which we, in com- 
mon with many other countries, are striving ? 
I suggest it is a unity far different from that 
which prevailed under the J/atissez-faire con- 
ditions of 1914. It is rather a unity based 
upon a generally accepted discipline in mone- 
tary affairs, a system worked out by democratic 
collaboration among representatives of govern- 
ments and policed by an international admini- 
stration. That is the significance of the estab- 
lishment and operation of the International 
Monetary Fund. Parallel efforts are being 
made along the lines of the International Trade 
Organization and the associated tariff agree- 
ments, while the trend is expressed also in the 
activities of the International Bank and the 
Food and Agriculture Organization, operating 
in limited sectors of the field. The general 
purpose of al] these projects is to maximise 
freedom within a broad pattern of collaboration 
and concerted discipline between governments, 
and on this basis to build a new form of world 
unity. It involves some modification ot former 
national autonomy, in this respect differing 
fundamentally from the world unity prevailing 
before the first world war. 


WELCOME STEPS 

These various steps towards a framework of 
world government in economic affairs are 
greatly to be welcomed and encouraged; but 
ithardly needs saying that, however technically 
sound may be the scheme, in particular, of 
ordered international monetary relations, its 
success or failure in practice must depend upon 
the degree of disciplined collaboration forth- 
coming from its members, particularly the 
governments of countries occupying positions 
of great influence in international economic 
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affairs. We have had some examples of this 
disciplined collaboration; they include the 
adjustments made, in conformity with Inter- 
national Monetary Fund principles, in proposals 
for subsidies to gold producers in Canada and 
Southern Rhodesia and the action taken by the 
French Government to meet I.M.F. objections 
to foreign exchange practices which amounted 
to a system of ‘‘ multiple rates ’’. In one sense, 
particularly having in mind the facilities 
whereby members may buy currencies from the 
Fund, it may be said that the combined 
strength of the members is greater than the 
aggregate of their individual resources. Yet, 
just as the magnitude of the gain is governed 
by their readiness to work together for a 
common purpose, within a loyally accepted dis- 
cipline, so the principle of interdependence goes 
further ; for in another sense the structure can 
be only as strong as the strength of its principal 
parts. It is indeed true of all international 
schemes, including the European Recovery 
Programme as well as the I.M.F., that the 
outcome must be determined finally by the 
success achieved in the various countries in 
establishing a sound internal economy, well 
grounded on a balanced external position. 


NO CLEAR DIVIDING LINE 


There is, in short, no clear dividing line 
between what is of purely domestic import 
and what concerns more directly the course of 
international relations. It is impossible to have 
a healthy position on external account while 
the domestic situation is feverish or debilitated ; 
no country, on the other hand, can sustain a 
healthy state of affairs internally while there is 
weakness, or indeed unused strength, in its 
external relations. If, then, our own country 
is to play its full part in projects for the up- 
building of a lasting structure of world 
economic relations, we need to look to ourselves 
and see whether we are making such progress 
as we might in putting our own economy in 
good and secure order. I cannot attempt, ir. 
short space, a compreheusive judgment on this 
question, but there are a number of things in 
our present situation which, as it seems to me, 
demand dispassionate examination and prompt 
action if the most is to be made of our oppor- 
tunities. To mention them is not to detract in 
any way from the substantial and solid progress 
that has been made, in many directions, since 
the war came to an end—indeed, British 
industry can be credited with remarkable 
achievements, not only in the exercise of 
resourcefulness and application of inventions, 
but also in the qualities of enterprise displayed 
in developing the magnitude and range of the 
country’s export trade. 


MONETARY CONDITIONS IN 
GREAT BRITAIN 
Perhaps the very first requirement for lasting 
health in; the economic system is a sound 
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currency, by which I mean a currency whose 
purchasing power is securely established and 
zealously protected. Although we in this 
country have escaped a runaway boom such as 
occurred after the first world war, no one was 
satisfied, a year ago, that the risk of inflation 
had been overcome. The budgetary measures 
then adopted were specifically designed to 
combat the previous trend; and, while the 
evidence provided by price index numbers, 
statistics of production, trade turnover, stocks 
and so forth is not wholly consistent or con- 
clusive, it does indicate a probability that, for 
the time being at least, inflationary forces have 
been brought under more effective restraint. 
[In studying the signs and portents, however, 
it has been a matter for remark in the Press 
and elsewhere that no “ disinflationary ’’ move- 
ment is perceptible in banking figures ; on the 
contrary, expansion continued during 1948. 
Further, the fact that the increase in bank 
advances was less marked, particularly after the 
early months of the year, leads to the conclusion 
thet some part of the growth of bank deposits 
was attributable to the requirements of Govern- 
ment finance. 


BUDGET MEASURES 


This conclusion is at first sight in direct 
conflict with the implications to be drawn from 
the 1948 budget estimates; but it must be 
remembered that the full effect of budget 
measures would not ordinarily be reflected in 
banking figures until the fourth quarter of the 
fiscal year, while the final out-turn of the 
budget may prove to have been weakened by 
enlarged expenditure on defence, food subsidies 
and other items. Moreover, special Govern- 
ment transactions early in the year tended to 
create at least a temporary expansion of bank 
deposits. The diminution of the gap on the 
balance of payments, welcome as it is on other 
grounds, is one factor making for internal 
monetary expansion, and, in addition, the 
natural effect of a “ disinflationary ’’ budget 
upon the volume of bank deposits has been 
offset to some extent by the drying up of the 
flow of “small” savings. It does not follow 
from all this that the peril of inflation has been 
brought nearer, that inflationary pressure on 
the market for goods and services has in- 
creased, or that the effort to arrest former 
unhealthy tendencies has failed. To say that 
the public has more money in the banks is not 
necessarily to say that people have been 
spending more freely. Indeed, there are in- 
dications to the contrary, and certainly the 
banks, supported by the express desires of the 
Treasury, have conducted their lending opera- 
tions with the greatest care to guard against the 
use of credit for unhealthy, inflationary pur- 
poses. On the other hand, while the expansion 
of bank deposits is not in itself evidence of 
inflationary pressure or a breakdown of the 


disinflationary effort, it does suggest, alone 
with other evidence, that the time has by no 
means come for relaxing effort to combat the 
basic inflationary elements in the situation. 


BANK DEPOSITS 


Whatever may be the full explanation of the 
continued growth of bank deposits, it is Proper 
to notice that, while the budget measures asa 
whole were calculated to have a strong counter. 
inflationary effect, individually they were by 
no means of equal force in that direction. In 
the bare estimates as often quoted there is 
an implied assumption that all items of revenue 
have a similar economic effect, whereas it 
requires very little understanding of the in. 
cidence of taxation to-day to realise that this 
is not so. The tobacco duty, for example, is 
disinflationary because paid out of personal 
incomes, while, at the other extreme of the 
range of taxes, death duties have a far less 
readily definable effect since they are largely 
paid out of the proceeds of realization of 
investments and other assets and have only a 
very limited influence on current spending out 
of the incomes of those concerned. Most con- 
spicuous among the budget measures, however, 
in departing from the overriding purpose in 
view was the once-for-all ‘‘ special contribu- 
tion ’’. Although income provides the basis of 
computation of this tax, it is—as the Chancellor 
himself recognized—an illusion to suppose that 
it can be paid, in any large part, out of income. 
Most of it must be met, again, by realization of 
assets. One cannot avoid the conclusion that 
this particular proposal was an_ unhappy 
blemish on the consistency of the measures 
embodied in the budget for 1948. 


RISE IN ADVANCES 


Quite apart from the nature of last year's 
budget proposals, it might well be argued that 
some already existing taxes, while designed to 
contribute, through a budget surplus, to con- 
traction of the supply of money, have the 
secondary result of exerting an expansive effect 
on the monetary situation. I can best make 
my point by referring to the rise in bank 
advances during post-war years. This move 
ment is traceable largely to the voluntary or 
involuntary increase of stocks, at higher prices, 
in the hands of traders and manufacturers. | 
do not suggest that stocks are in general at an 
unduly high level—it must be remembered 
that bank advances, after adjustment for price 
changes, are still much smaller than before the 
war—but of the general trend since the end of 
the war there can be little doubt; and the 
increased demand for advances indicates that 
the high level of financial liquidity which 
characterized British business as it emerged 
from the war has been worked off in course 
of reconversion and capital replacement and 
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improvement. One reason for the reduced 
financial liquidity is undoubtedly the fact that, 
even with a conservative policy in respect of 
dividend distributions, which was more or less 
formalized a year ago by mutual agreement 
between Government and business, it has been 
impracticable to plough profits back into the 
business on the scale that was customary in 
the past and is desirable in the interests of 
technical efficiency. The pressure exerted by 
taxation, through the profits tax coupled with 
income tax and inadequate depreciation allow- 
ances, draws off an unduly large proportion 
of profits available for reinforcing the business 
financially and keeping it abreast of technical 
progress, while the bonus tax presents in many 
cases an obstacle to the issue of new capital. 
Hence business finds it more difficult to finance 
its own expansion and improvement and is 
forced to borrow more heavily from the banks 
for working capital which it formerly provided 
largely out of its own resources. In this way 
high taxation itself contributes to monetary 
expansion—a conclusion which applies in some 
degree also through the private, as well as the 
business, borrower from the banks—at a time 
when budgetary and monetary policy should 
be working harmoniously in the same direction. 


STEPS TOWARDS EQUILIBRIUM 


Here, as elsewhere, analysis leads back to the 
observation that we are operating an over- 
stretched economy, in which it is extremely 
dificult to balance the competing demands for 
an increased flow of consumers’ goods to 
restore the standard of living, for a still larger 
volume of exports to pay for our severely 
depleted imports, and for the improvement of 
our capital equipment and enlargement of 
stocks after years of inadequate replacement. 
It is in the conflict of these demands, following 
the disruption of war, that we find the leading 
causes of inflationary pressure, rather than in 
anything that has been done, or anything 
omitted, in the conduct of our monetary affairs 
—though it has to be observed that some of 
the measures adopted, after the war, to lower 
the yield on Government securities provoked 
manifestations of an inflationary condition 
which might well have been avoided. It follows 
that, while financial conditions, including the 
conduct of the public finances, should be 
attuned as far as possible to the general pur- 
pose of economic policy, the real and lasting 
and most readily available remedy is to be 
found in a progressive enlargement o1 the total 
output from British industry. We seem to 


have exhausted the contribution to be made 
to that result by reconversion factors like the 
telease of men from the Services for industrial 
employment and the switching over of plant 
and machinery from war- to peace-production ; 
and effort must now be concentrated upon using 
the available resources in the most productive 


way, removing obstructions to efficient pro- 
duction and vigorously seeking and applying 
technical improvements. There are many 
examples of the magnitude of the results 
achieved by individual undertakings along 
these lines, using the barest minimum of new 
physical resources. 


MANPOWER PROBLEM 


On a broader view, one cannot regard it as 
satisfactory that the number of civilians in 
the service of the central Government remains 
as big as at the end of the war—if, indeed, the 
trend is not still upward—or that the increase 
in the number of people employed in distribu- 
tive trades is almost as large as in manu- 
facturing industrv, or that the planned addi- 
tion to the total manpower in coal-mining and 
textiles has not been achieved. It has to be 
recognized, moreover, that economic controls 
—necessary though many of them may be— 
contribute to the enlargement of the propor- 
tion of administrative to directly productive 
staffs in many industrial undertakings. There 
is no easy solution of the problem how to secure 
the necessary re-allocation of manpower, but 
failure to solve it must be reflected ultimately 
in a lower standard of living than would other- 
wise be practicable. As for the other aspects 
ot increasing output, there is much to be gained 
from the exchange of ideas that can be expected 
through the agency of the Anglo-American Pro- 
ductivity Council, and from organized efforts 
to achieve technical simplification by elin.ina- 
ting some of the multiplicity of parts and corm- 
ponents in engineering and other industries. 
Time presses, for with the running-down of 
the momentum of reconversion the rise in the 
curve of industrial production, taken as a 
whole, seems to have slackened in recent 
months. Happily, the former stringency in 
the flow of materials and components has 
been Joosened at a number of points, though 
one still hears of widespread difficulties in 
synchronizing deliveries, with resultant waste 
and high costs of production. 


AN ENCOURAGING FEATURE 


The position in industry, and indeed through- 
out the economic system, is such as to call for 
the highest standards of skill, judgment and 
resourcefulness in management. Hence one of 
the encouraging features of our time is to be 
scen in the close attention and svstematic study 
which are now being given, both in public 
service undertakings and in private business, 
t> developing the art and practic2 of manage- 
ment. Never was the need greater, for, quite 
apart from the immediate difficulties I have 
mentioned, many intractable problems have 
arisen from the great structural changes under- 
taken in the post-war years. Vast experiments 
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in administration have been set in motion, 
some of them necessitating new machinery of 
contact between Government departments and 
private business, others transferring ultimate 
responsibility out of private hands into the 
hands of Ministers of the Crown, acting through 
specially appointed bodies. During the past 
year there has been a ceaseless ferment of ideas, 
discussion and experiment testifying to the 
fact that public ownership and public control 
of great undertakings set up as many problems 
as thev immediately solve. The course of 
events in the coal industry is a conspicuous 
example, with its sequence of inquiries issuing 
in the presentation of a Bill before Parliament 
to alter the composition of the governing body 
within two-and-a-half years of its appointment 


FUNCTIONS OF 


PARLIAMENT 


On many of these problems of management 
only people with a close knowledge of the 
circumstances of the particular industry are 
qualified to offer suggestions ; but there is one 
question, of major import for the efficient con- 
duct of nationalized undertakings, which is of 
general concern. This has to do with the 
functions of Parliament in its capacity—new 
and extraneous to the purpose for which it was 
designed-——as representative of the public 
interest in state-owned businesses. Clearly, 
maximum freedom from Parliamentary inter- 
vention must be accorded to those conducting 
the day-to-day affairs of the undertaking, but 
it is much more difficult to draw the line in 
matters of major policy. In any event, Parlia- 
ment cannot escape responsibility for seeing 
that the affairs of the undertaking are con- 
ducted in accordance with statutory directions 
and in a manner that measures up to the 
highest standards of efficiency. How it is to 
exercise this continuing scrutiny remains to be 
determined, though the various Acts do make 
provision for the presentation of annual reports, 
externally audited accounts and other material. 
There is little indication so far that Parliament 
can make room in its crowded time-table for 
full debate on this material, and some system 
of delegated examination may have to be 
evolved similar to that which is applied, with 
recognized success, to the accounts of Govern- 
ment departments through the work of the 
Public Accounts Committee. Whether this 
suggestion is practicable or not, certainly some 
method will have to be found of providing for 
proper Parliamentary supervision without 
stultifving the sense of responsibility and 
initiative in those whose duty it is to manage 
the newly acquired undertakings. 

The problems I have mentioned make it 
evident that recent experiments in administra- 
tion have by no means reached completion, in 
the sense of having established a framework 
for smoothly working, efficient and adaptable 
management and control. One is forced to the 
conclusion that it would have been better if 


they had been spread over a longer period 
giving more time for observation and testing 
of the results, and for adaptation in the light 
of accumulating experience. This is not the 
place for me to comment on the pros and cons 
of state acquisition of particular industries, or 
on the broad issue of state ownership and con- 
trol as against private enterprise; but it is 
proper for me to suggest that, if only on the 
ground of excessive haste already indicated, 
the introduction of the Steel Bill must be 
regarded as in every way untimely and ill. 
conceived. This project was bound to create 
additional and gratuitous disturbance and to 
add to the congestion of already existing tasks 
of reorganization. 


THE BANK IN 1948 

It will have been observed, from announce- 
ments in the press, that during the past year 
Sir Clarence Sadd, whose sudden breakdown 
of health we all deeply regret, was impelled 
thereby to resign his position as whole-time 
Vice-Chairman and later his seat on the Board. 
He had given valued service to the Bank over 
a long career, beginning with his entry asa 
junior clerk, continuing through provincial 
branch managerships and culminating in a 
position of great responsibility. It was for- 
tunate that we had in Mr. Edington and Mr. 
Rouse, our Chief General Managers, men of 
high capacity who were already experienced 
in leadership on the executive side of the Bank's 
work. I am most grateful to my colleagues on 
the Board, Lord Harlech, Sir Cassie Holden 
and Sir Alexander Roger, for so kindly con- 
senting to serve as Deputy Chairmen, to act 
in my place as occasion may require. 

I have already commented on the con- 
tinued growth, during the past year, of bank 
deposits and advances—movements which are 
illustrated in our own balance sheet com- 
parisons. On the material already circulated 
to you with the annual report I need only 
remark that changes in form have been made 
to accord fully with the accounting provisions 
of the new Companies Act. Our net profits 
after tax are slightly higher on the year, but 
are still well below the figure for 1938, notwitb- 
standing that deposits have multiplied two- 
and-a-half times. This apparent contradiction 
is due in part to the fact that the larger pro- 
portion of the deposits added over the past 
ten years is placed in assets yielding very low 
returns, and in part to the much heavier costs 
of operation ; but it reflects also the far bigger 
inroads of taxation, with a higher standard 
rate of income tax and the superimposing of 
the profits tax. 


ENLARGEMENT OF ACTIVITY 
Balance sheet comparisons give only one 


indication of the sustained increase in 
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yolume of our business. I have described at 
some length, for example, in previous State- 
ments the very remarkable enlargement of 
activity in our Overseas Branch. This has gone 
still further during the past year, and we are 
eager to take every opportunity, not only of 
fostering British export trade, but also of con- 
tributing to the earnings of this country by 
way of “ invisible exports’. In pursuing this 
object we have sent representatives to various 
parts of the world, and outstanding among the 
past year’s tours was the visit paid by officials 
to various countries in the Far East, extending 
from India and Pakistan eastwards to Japan, 
as well as to Australia and New Zealand. Since 
the end of the war, nearly every country in the 
world has been visited, and we are certain that 
this cultivation of personal contact and good- 
will yields solid results in the national interest 
as well as that of our own Bank’s future 
development. The continued growth of our 
overseas business, notwithstanding the un- 
settled conditions abroad, demonstrates the 
advantages of our long-standing policy of 
refraining from operating through branches 
or subsidiaries in other countries. This same 
policy helps to foster the friendly relations 
which we cultivate by constant efforts to 
establish and maintain direct contact with 
leading officials in banking institutions overseas. 

On another side of the Bank’s wide range of 
service, our Executor and Trustee Company 
continues to record expanding business and, 
in order to bring its facilities within easy reach 
of actual and potential clients, has proceeded 
with the policy of opening new offices to supple- 
ment its countrywide representation through 
the branch system of the Bank itself. I am 
glad to be able to testify also to the progressive 
results reported by our affiliated banks in 
Scotland and Northern Ireland. 


RE-EXPANSION OF BRANCH SYSTEM 

Despite many obstacles in the way of ob- 
taining and preparing premises, we have gone 
a considerable distance in the post-war re- 
expansion of our branch system, filling gaps 
and securing representation in new centres 
as may seem to be required by shifts of popu- 
lation and actual or prospective changes in the 
location of industry. During the war nearly 
350 offices were closed, some through destruc- 
tion by enemy action but the great majority— 
most of them small part-time offices—for 
pressing reasons of economy in staff. About 
170 of these have since been re-opened, and 
half as many new branches have been estab- 
lished, bringing the total, at nearly 2,050, 
within a hundred of the figure at the outbreak 
of war. Beyond our regular branch system, 
we have in the past year extended arrangements 
for temporary representation at widely dis- 
persed events—chiefly trade exhibitions and 
agricultural shows—where our services might 
usefully be made available. Special facilities 


are provided, according to the occasion, at 
stands or in movable huts or in a specially 
designed motor-trailer. Thus at such events 
as the British Industries Fair we make full 
provision for the conduct of overseas business 
and arrange for the attendance of interpreters 
and officials thoroughly compeient to give 
advice to foreign buyers and others on the 
manifold details of financing international 
trade. We are confident that these varied 
activities are appreciated by those who benefit 
directly from them, besides contributing to the 
general goodwill of the Bank. 


TRAINING ARRANGEMENTS 


In the interests of all customers alike we are 
constantly striving to improve the quality and 
efficiency of our staff. This is essential because 
ours is above all a personal service, requiring 
full appreciation of customers’ varied and 
changing needs and resourcefulness to meet 
them as far as may be practicable. In previous 
Statements I have given some particulars of 
our arrangements for training new entrants 
and more seasoned members of our staff, and 
last year I mentioned the pending inauguration 
of a residential college for advanced tuition. 
This part of our scheme has abundantly justi- 
fied itself and I am sure will yield handsome 
returns, in years to come, in the quality of our 
management at head office and the branches. 
We have just embarked on a further experi- 
ment by arranging short courses for managers. 
It is felt that much is to be gained on both 
sides from the close intercourse, in combined 
examination of managerial problems, between 
these representatives of the Bank in its direct 
relations with the public and those officials 
who are charged with more general and super- 
visory functions at head office. All this, how- 
ever, cannot have its full effect in the pro- 
gressive improvement of our service to the 
community unless we take steps to ensure the 
recruitment of suitable young men. [| some- 
times think that the advantages, interest and 
opportunities of a career in banking are not 
fully appreciated by boys approaching the time 
of leaving school or by their advisers, and it is 
with this in mind that we have prepared a 
booklet, which is available to careers masters 
and others, entitled ‘‘A Career in the Midland 
Bank.”’ 

It falls to me, in conclusion, to perform a 
duty in which I take a very special personal 
pleasure, namely to express, on behalf of the 
Board and, I am sure, of shareholders and 
customers of the Bank everywhere, apprecia- 
tion of the efficient and courteous service 
rendered by the staff at all levels and at all 
points of contact. In native ability and 
experienced competence we have ample cause 
for pride in our staff, and added to these is a 
full measure of those personal qualities which 
contribute incalculably to the smooth conduct 
of the business entrusted to us. 
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RECORD FIGURES 


SIR HAROLD YARROW ON SCOTTISH INDUSTRY 


HE one hundred and eleventh general 
meeting of shareholders of The Clydesdale 
Bank Limited was held in the head office, 
St. Vincent Place, Glasgow, on February 2. 
Sir Harold E. Yarrow, Bt., C.B.E., the 
chairman, in the course of his speech, said :— 
I am sure you share with me a feeling of 
satisfaction in the substantial increase dis- 
closed under each important item of the 
balance sheet, resulting in a record total of 
£116,153,915 and showing an increase over 
the previous year of {12 million. This ex- 
pansion arises mainly from the growth in our 
deposits, which are higher than last year by 
over {11 million and now stand at £102,048,453. 
In employing the funds entrusted to us, 
we have continued our policy of maintaining 
a high degree of liquidity in the distribution 
of our assets, and you will see that the first 
five items on that side of the balance sheet, 
representing cash, balances with other banks, 
money at call and short notice, bills and 
treasury deposit receipts, aggregate over £43 
million and are equivalent to practically 40 
per cent. of our deposits and notes in circula- 
tion. Of the remainder, £50,753,830 is held 
in the form of investments consisting prin- 
cipally of British Government securities with 
carefully selected maturity dates, and the 
market value is again considerably in excess 
of the balance sheet figures. 
GROWTH OF ADVANCES 
You will notice that the amount of 
(18,285,978 for advances to customers is 
nearly £3 million more than at the end of 
1947, and, although this total is a record in 
the history of the bank, its ratio to deposits 
is only about 18 per cent., as compared with 
36 per cent. in the last pre-war year. We 
therefore find ourselves in a strong position 
I the financial requirements of the 
and 


business and agricultural communities, 
ull applications of this character receive full 
and sympathetic consideration. 

Acceptances and engagements on account 
of customers at £3,046,537 is £652,515 higher 


than last year. The turnover under this 
heading for 1948 recorded a marked expansion, 
indicative of the important widening service 
the bank is rendering in the promotion of 
Scottish overseas trading. Your directors are 
anxious that the bank should give the utmost 
assistance in this vital phase of the country’s 
activities. The specialist stafi at our foreign 
branch in Glasgow and at our London office 
are always available to place at the disposal of 
clients their intimate knowledge of the in- 
tricacies of foreign exchange regulations. 
Alongside the larger income derived from 
our increased resources, we have had to set 
a further upward movement in general ex- 


penses. The final result is a modest rise ol 


about £4,000 in our profit figure at £270,050, 
The directors recommend a dividend of 16 per 
cent. per annum, less tax. 


“A HEARTENING PICTURE ” 


The performance of agriculture in Scotland 
over the past year presents a heartening 
picture. Indeed, so wholeheartedly did Scot- 
tish farmers respond to the voluntary target 
acreages set by their respective Regional 
Executive Committees that cropping directions 
for 1949, as imposed in England and Wales, 
proved unnecessary. Unfortunately, owing to 
inclement weather, the expected bumper har- 
vest did not materialise, but the farming com- 
munity worked long and hard under most 
tantalising conditions and performed a first- 
class job in harvesting a severely rain- and 
gale-battered crop; the operation was both 
protracted and costly, but largely by their 
efforts yields of both grain and root crops were 
above average. 

The most encouraging feature of all, how- 
ever, has been the substantial increase in live- 
stock numbers, indicating that the Scottish 
farmer is once again returning to his tradi- 
tional farming technique and making good 
the war-time depletion of livestock. It is 
satisfactory to note the enhanced reputation 
of our great beef-breeding and dairying pedi- 
gree stocks. Year after year foreign breeders 
return to Scotland to compete for animals of 
supreme quality in bloodline and character. 
Large numbers are exported annually, many 
of them to hard currency countries, and I 
would like to pay special tribute to our stock- 
breeders. 


EXTENSION OF FARMING 
CONNECTIONS 

It is a source of satisfaction that we, asa 
bank, are extending our farming connections. 
It is noticeable that increased overdraft facili- 
ties are necessary to finance the purchase of 
stock at present high figures, and especially in 
the change over to T.T. dairy herds. We look 
forward to a further increase in our long- 
established connections with this essential 
branch of our national economy. 

The year on which we are now embarked 
and those immediately ahead cannot be other 
than difficult, but I am confident that we 
have the capacity to emerge with our trade 
and industry unimpaired. To do this will 
mean increased output from everyone; it 
will mean modern equipment being made avail- 
able for our home industries; and it will 
involve some lightening of the tax burden, 
coupled with progressive freedom from Govern- 
ment restrictions and a reduction in Govern- 
ment spending. 

The report was adopted. 
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